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WEDNESDAY, MARCH 5, 1958 


House or REPRESENTATIVES, 
CoMMITTEE ON ForeiGN AFFAIRS, 
Washington, D. C. 
The committee met, in executive session, at 10:30 a. m., room G-3, 
United States Capitol, Washington, D. C., Hon. Thomas E. Morgan 
(acting chairman) presiding. 
Acting Chairman Morcan. The committee will come to order. 
This is a continuation in executive session of hearings on the Mutual 
Security Act of 1958 which makes authorizations for the fiscal year 
1959. 
When the committee recessed yesterday, Mr. John Ohly was testi- 
fying and the committee requested him to return this morning to con- 
tinue his discussion of the special assistance and contingency fund. 


FURTHER STATEMENT OF JOHN H. OHLY, DEPUTY DIRECTOR FOR 
PROGRAM AND PLANNING, INTERNATIONAL COOPERATION 
ADMINISTRATION 


Mr. Outy. Yesterday we went into the various forms of aid and 
dealt specifically with military assistance and defense support. 

This morning I want to cover, at your request, special assistance 
and the contingency fund. On this chart, special assistance is shown 
in green and the contingency fund is orange. 

Before going to special assistance and the contingency fund, I 
would like to make one brief remark about the two categories of aid 
concerning which I am not going to talk at any great length—the 
De -velopme nt Loan Fund and technical cooperation. 

The Development Loan Fund, on which you will have a special ses- 
sion with Mr. Dillon and Mr. McIntosh, is designed to provide capital 
for the development of the less deve loped countries of the world on a 
repayment basis. You are already very familiar with technical 
cooperation, for which we are requesting $164 million, and I do 
not think I even need to define the term. That $164 million includes 
the bilateral program of about $142 million, a contribution to the 
Organization of American States of $1.5 million, and a proposed con- 
tribution to the United Nations technical assistance program of about 
$20 million. 

Special assistance, for which we are requesting $212 million, and the 
details of which will be discussed on a country-by-country basis as we 
go around the world in our regional presentations, can be defined as 
follows: it is that economic aid which is required in countries where 
we are not helping to support significant military forces for any of the 
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variety of political, economic, or other objectives which the United 
States may have in a country and which, by definition cannot be met 
out of the Development Loan Fund or out of technical cooperation. 
In other words, it is a catchall category to cover all the variety of 
things we may need to do in order to achieve our objectives in coun- 
tries where we are not helping to support significant military forces. I 
emphasize that last phrase because, as I mentioned yesterday, defense 
support is limited to those countries where we are helping to support 
significant military forces. 

I have so far defined “‘special assistance”’ in a sort of negative fashion; 
namely, the aid necessary to do things that no other form of aid will 
accomplish. I would now like to turn the situation around and give 
you an affirmative picture of some of the things we are in fact trying 
to do or think we will need to do during fiscal year 1959, through 
special assistance. 

Before, however, getting into those details, I would like to explain 
the difference between “special assistance,” as it appears here on the 
right-hand side of this chart for fiscal year 1959, and “special assist- 
ance” as it appears on the left-hand side of the chart in fiscal year 
1958. There were two differences. The first difference is the fact 
that in 1958 special assistance included all of the special things that I 
have just, talked about plus our worldwide contingency funds, whereas 
in 1959 we are asking to have the contingency funds appropriated 
separately in a separate appropriation account. We believe it is de- 
sirable to identify pure contingency funds separately in this fashion. 
The second, difference is one thet I mentioned yesterday and it results 
from our belief that we should not classify as defense support the aid 
which we provide in countries [security deletion], where we have mili- 
tary bases but where we are not also helping to support substantial 
military forces. And so “special assistance” for 1959 includes aid 
for three countries that were handled under ‘‘Defense support’ in 
1958. 

I think the situations where we propose to use this $212 million of 
special assistance fall into roughly three main categories, although 
perhaps any effort at categorization is a mistake. 

First, there are four countries where we have the kind of United 
States military base problem to which I have just referred [security 
deletion]— 

We have illustratively programed about $75 million out of the 
$212 million total for these 4. For purposes of reference, the discus- 
sion of special assistance begins at page 52 in the w orldwide summary 
book which is before you. 

The second general category includes certain noncountry programs, 
such as those for malaria eradication ($26.4 million), technical ex- 
change programs in Europe, etc. 

The third general grouping in special assistance consists of separate 
country economic-aid programs, most of them small, which are di- 
rected toward the solution of a large number and great variety of 
miscellaneous individual country problems. For example, in three 
countries [security deletion] where we have scheduled a total of some- 
thing like [security deletion] the entire amount is designed to help 
those countries strengthen their police forces. I think you are familiar 
with the fact that over the last couple of years the executive branch 
has made a special effort to help in the development of strong internal 
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security forces in countries which have serious internal-security prob- 
lems. We have had a threefold purpose: (1) The desire to strengthen 
these forces so that they could better perform their internal-security 
role; (2) the hope that, by working with and providing United States 
training to the personnel of these forces, we could encourage and 
further their western orientation and foster attitudes of friendliness 
on their part toward the United States; and (3), in some of these 
countries, the hope that as we developed these internal security forces 
it would be possible to effect a reduction in the regular military forces 
thereby reducing somewhat the presently heavy burden of military 
forces on the economies of these countries. We have not, unfor- 
tunately, as yet succeeded to any great extent in this third objective. 

Another example of the kind of purposes which special assistance 
may serve are provided by several countries where special assistance 
is provided for purposes of economic development. This is the case 
in countries where, because of the terrible economic situation, it 
makes no sense to provide assistance for economic development on a 
loan basis, and where, therefore help cannot be given out of the 
Development Loan Fund. 

[Security deletion.] 

Mr. Outy. Part of our assistance to Jordan might fall in that 
category. Its economy is such that it is not likely over a short 
period to be able to pay for its development. 

Mr. Hays of Ohio. Could I ask a question right there, Mr. Chair- 
man? 

How do you justify this kind of an expenditure? It seems to me 
it is a stopgap operation, is it not? Do you have any long-range 
ideas in your mind about what Jordan is going to be like in 5 years or 
10 years or anything like that, or is this just sort of a year-by-year, 
crisis-by-crisis deal? 

Mr. Ounty. Up to now it has been in the nature of a stopgap 
operation. I prefer to have someone from the State Department 
sketch out the future prospects. I do not feel qualified myself. 

Mr. Rountree, Assistant Secretary for the Near Kast, will be up 
here Friday morning and with your permission I will defer answering 
your question to him. 

Mr. Jupp. But these are grants that are made principally for 
political reasons, is that not mght? 

Mr. Oaty. There is a strong political overtone in them, Mr. Judd, 
but there are some of these cases where there are important economic 
problems that have to be dealt with. Without our assistance over 
the past year, I do not believe that Jordan could have continued as 
an independent country. Its economy would have collapsed and with 
such collapse would have come political consequences with which I 
think we are all familiar. 

Mr. Jupp. It is economic aid and will be very helpful to them 
economically, but it is primarily for political reasons, overall security 
reasons. 

Mr. Oxuty. The committee might want to look at page 52 of the 
worldwide summary book. This contains a list of countries where 
we believe that special assistance will be necessary in fiscal year 1959. 

[Security deletion. | 

Mr. Sevpen. In the 1958 program I see the estimate was $207 
million, Am I right about that? 
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Is that amount being spent from special assistance and the con- 
tingency fund? 

Mr. Onty. That is the amount that had been firmly programed as 
of the date when this page was printed. It will come from the $225 
million which is shown on that chart as special assistance. 

Now certain things have happened since this book went to print 
and we presently foresee a considerable number of contingencies that 
are likely to put us actually in the hole. 

Mr. Setpen. How much of that $225 million was for special assist- 
ance and how much was under contingency funds? 

Mr. Onaty. I will have to answer your question this way: We re- 
quested an appropriation of $300 million for special assistance. In 
our congressional presentation of this $300 million request, we showed 
about $100 million of the total as illustratively programed for specific 
countries and $200 million as available to meet contingencies. How- 
ever, the total final appropriation was only $225 million. As a result 
of that cutback, we had to do a great deal of rearranging of the 

rograms previously planned under’ special assistance, and we also 

had to do a great deal of the rearranging of our defense support 
programs. Because the total amounts requested were cut, it is very 
difficult for me to say what particular part of the program in any 
country represents a contingency. 

Mr. Setpen. A year ago you asked for $200 million in contingency 
funds and $100 million for the special assistance program. This year 
you are asking for $200 million in contingency funds ‘and $212 million 
for special assistance. There has been an increase of $112 million. 

Mr. Onty. That is right. We have shifted countries which we 
classified as “‘defense support” in fiscal year 1958 and where we have 
military bases but are not supporting substantial military forces over 
into the “Special assistance” category. Moreover, we have found in 
our operations this year that some of the programs which we have 
included in special assistance will have to be carried out at higher 
levels than planned at the time of last year’s presentation. Tunisia 
is one example. 

Acting Chairman Morean. How about the [security deletion] in 
the program in 1959 for Yugoslavia? What does it provide? 

Mr. Outy. The fact that we have a program at all in Yugoslavia 
stems from two considerations. The first is the desire to provide to 
Yugoslavia some alternative to complete dependence on the Soviet 
bloc for its critical materials. In other words this program represents 
an effort to keep Yugoslavia from being forced to depend completely 
upon the bloc [security deletion]. The second consideration is the 
‘ opportunity which is afforded by our program and by the fact that our 
program involves extensive associations between the peoples of our 
two countries to bring the impact of western ideas into the country. 
We bring a considerable number of Yugoslavs to this country for train- 
ing and expose them to our thinking and ideas. At the same time our 
technicians are working in Yugoslavia with the Yugoslavs. 

[Security deletion.] 

Mr. Ounty. The Yugoslav program, as laid out now, would involve 
[security deletion] supplies that constitute something that is a little 
more than demonstration equipment and which would be used in con- 
junction with the technical cooperation program and in order to make 
that program more effective. Approximately [security deletion] 
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would also be used to provide them insecticides, fertilizers, seeds, and 
other things that would help her to increase agricultural productivity, 
and about [security deletion] for industrial supplies of various sorts 
she is critically dependent upon western countries but lacks the foreign 
exchange to purchase. That is the proposed Yugoslav program in 
outline. You will recall that 2 years ago, and before that, economic 
aid to Yugoslavia was classified as defense support. It was so classi- 
fied because during that period we were also helping Yugoslavia to 
support very large military forces. Today our grant military assist- 
ance program for Yugoslavia has been terminated and we are no 
longer helping through that program to support large military forces 
there. 

Mrs. Ketty. How much was the total amount of the undelivered 
military materiel to be sent into Yugoslavia? 

Mr. Ounty. I will have to supply that, Mrs. Kelly. I do not know. 

Mrs. Keiuy. Do you have any idea about how much it is? 

Mr. Outy. We will have to look that up. 

(A classified memorandum was subsequently submitted for the 
record.) 

Mrs. Keuuy. This is not new money that you are talking about in 
answer to the chairman’s question? It is a transfer of money? 

Mr. Outy. No, the [security deletion] proposed is [security deletion] 
for special assistance. 

Mrs. Ketty. It is really transferred from the military assistance 

Mr. Ounty. No, this is new money. 

Mr. Jupp. The classification is transferred, but the funds are not 
transferred. 

Mrs. Keuiy. It is new money. It is not that which was un- 
delivered by any chance? 

Mr. Ounty. No, it is not. 

Mrs. Keuiy. The military materiel was not ended as a result of 
our action, but as a result of Yugoslavia refusing it, is that correct? 

Mr. Ouuy. That is correct. 

Mrs. Kexuy. I would just like to have that in the record. 

[Security deletion.] 

Mr. Outy. No. You will recall, Mr. Zablocki, that the contingency 
fund and special assistance which we are proposing as separate items 
in fiscal year 1959, were in fiscal year 1958 both consolidated in one 
appropriation account, “Special assistance.” This shift in treatment 
complicates the problem of showing comparable figures for the 2 years. 

If you will look again at the table on page 81 “that you have been 
examining, and which relates to items theretofore firmly programed 
out of special assistance, you will see that it adds up to $165 million. 
That $165 million represents funds out of the total of $225 million 
shown here on page 52. It represents an effort to account for that 
$225 million. If you will look down further to the bottom of page 81 
you will find a second table. From this table you will see that we 
had hoped at the time this book went to press to be able to launch a 
significantly larger program in [security deletion] than is now obviously 
going to be possible. 

Mr. Zastocki. Why was not the $4,260,000 also shown in the 
special assistance? It is a similar program, is it not? 

Mr. Onty. It has not been actually programed. You see, in this 
column we try to show 

Mr. Zastockt. None was obligated in 1952? 
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Mr. Onty. Very little was. These are the approved programs for 
these countries as of February 27, 1958. 

[Security deletion.] 

Mr. Outy. That particular use will probably not come to pass, 
but there are a lot of new contingencies which have arisen since we 
went to press, which will be claimed against that money. 

Mr. Jupp. One went down, but others went up. 

Mr. Onty. The situation changes. The contingency part of this 
fund is designed to meet the kind of fluctuating need that arises during 
the course of any year. For example, the turn of events in Tunisia has 
completely changed the probable requirements for aid this year. 

Mr. Zas.ocki. Isit accurate to state that the special assistance fund 
is increased from $300 million what it was last time to $412 million? 

Mr. Onty. It would not be quite correct because you would first 
have to deduct from that $412 million the amounts planned for those 
countries which we are now covering in special assistance but which 
last year we treated as defense support. These are the base countries. 
Approxunately $75 million is involved. 

Mr. Jupp. Will the gentleman yield? 

Which means that you are asking for $325 million, as against $300 
million last year? Last year you asked for $300 million for special 
assistance. This year you are asking for special assistance of $400 
million, minus $75 million, so it really amounts to $325 million as 
against $300 million. 

You are asking for $25 million more for the same purposes for which 
you asked $300 million last year; is that right? 

Mr. On ty. I think that is a fair statement, Dr. Judd. 

Mr. Zasuocki. It is more than that. It is $337 million. 

Mr. Jupp. That is right. It is $412 million minus $75 million. 

Mr. Futron. Mr. Chairman. 

Acting Chairman Morgan. Mr. Fulton. 

Mr. Futon. Last spring when I had been in Yugoslavia I had 
brought up the question with some of the people in our United States 
Embassy of the cheap cost of providing USO-type services for the 
personnel of the Army of Yugoslavia. Yugoslavia has under arms 
400,000 men that are being paid at the rate of 50 cents a month. 
There are not any entertainment or recreation facilities whatever for 
them and they are the new impressionable group of young people 
arising in Yugoslavia. 

I understand many of them are not too satisfied with rigid dictator- 
ship and lean very much toward the western type of democracy, 
but have little chance to learn more of America and the West. 

In fact, I understand that many of the educated young people in 
Yugoslavia as I heard from one of the Yugoslavian officials, want 
very much a system of enterprise that will let them get ahead and 
progress. 

Under those circumstances, I believe there should be a sum of 
$500,000 in this legislation that would be the equivalent of $1.25 a 
man for a year, in the Yugoslav Army, for USO purposes and infor- 
mation and educational purposes. 

I believe that this relatively small amount would be the equivalent 
of over 2 months’ pay for each of these young men. I am sure they 
would quickly and voluntarily use American books, magazines of all 
kinds, including scientific magazines, and American victrola records 
and enjoy examples of American ways of living. 
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I have conferred with Mr. Jack Logan of Washington, D. C., who 
had been in charge of the program for the large self-service store of 
United States supermarket type at the International Fair at Zagreb, 
and he found that the young people as well as older people were tre- 
mendously interested in the new western methods. 

It was such an attraction to their servicemen that had it not been 
for the lack of funds, he would have had a special armed services day 
for the Yugoslav armed services. 

My point is this: Why do we not try in one of these uncommitted 
countries to have within an army a feeling toward the West. that they 
might be friendly and have knowledge of the United States and the 
West so that because of broad friendly opinion their leaders might 
not be willing to fight the ideas of the West too readily? 

Why not move the program aims down below the scientists and the 
generals and the budget and government of such countries that these 
young people do not know anything about? For a few cents put in 
some agricultural commodities, some of these programs that we have 
in the United States Information Service and aim the programs right 
at the young people in the armed services? 

Has that been considered? 

Mr. Onty. I cannot answer that, Mr. Fulton, although I recall 
your having raised that question before. I think it is an imaginative 
and intriguing suggestion and I will ask Mr. Elbrick, when he comes up 
here to talk about Europe later this week, to address himself specifi- 
cally to it. 

Mr. Futon. May I finish with this? Wherever we went in Yugo- 
slavia and they saw we were Americans, the servicemen and the 
young people would always come up to us and want to talk and hear 
about America, 

When there is that tremendous interest in Yugoslavia, and a 
tremendous feeling that they want some type of an incentive system 
so that the young people can get along as they do in America, I would 
think it would be some of the best information service and foreign 
aid money that the United States could spend. 

That is all. 

Mr. Oaty. Thank you very much. 

Mr. Hays of Ohio. Mr. Chairman. 

Acting Chairman Moraean. Mr. Hays. 

Mr. Hays of Ohio. I hear your talk here and that of others in the 
form of generalization and I understand we have to have that, but 
I have never been able to get from anyone specific information 
|security deletion]. 

I would like to ask you first how much money we have spent in 
Yemen. Secondly, what did we spend it for, and third, is it classified 
information? 

Mr. Ounty. I can answer those questions really. We have spent 
no money in Yemen. 

Mr. Hays of Ohio. None at all? 

Mr. Ounty. None at all. We did send a survey group to look at 
the situation and to make recommendations as to the kind of program 
that might be carried out. 

[Security deletion.] 

Mr. Hays of Ohio. How about Jordan? That money has been 
direct budgetary assistance, is that right? 
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Mr. Onty. Partly so. Part of it has been set aside for develop- 
mental activity. 

[Security deletion.] 

Mr. Hays of Ohio. What are you going to do with the (security 
deletion]. 

Mr. Ounty. Mr. Bell, do you want to answer that? 


STATEMENT OF JOHN O. BELL, REGIONAL DIRECTOR, OFFICE OF 
NEAR EAST AND SOUTH ASIA OPERATIONS, INTERNATIONAL 
COOPERATION ADMINISTRATION 


Mr. Bret. We are working out a program with the Jordanians 
right at this moment. No agreements have yet been signed on it 
although we will expect to sign some shortly. 

First, we want to work on the canal which is a diversion of the 
Yarmuk River, which feeds into the Jordan as a tributary. The 
development of this river would put some 25,000 acres of land under 
irrigation and try to afford some relief from the pressure of the Arab- 
Palestinian refugees in that area. 

We also plan to do some additional work on farm-to-market roads 
in Jordan. We have a large project for cleaning out cisterns and re- 
furbishing cisterns so there can be more grazing and availability of 
land in that country. 

Mr. Hays of Ohio. That is the kind of thing I think we need to 
do. Is that classified information? 

Mr. Betu. No, sir. 

Mr. Onty. At this time I am just trying to give you a general 
feeling of what this category of aid is about. | will be followed by 
people from each of the regions of the world who can talk on the 
details of any one of these programs. 

Mr. Hays of Ohio. I have had, for a long time, a general feeling of 
what it is about and gone out for 9 years and made general speeches 
about what a great program it was, but what I have lacked was 
specific knowledge, and w hen 1 read in the paper ebout some of the 
things that have been done with the money and then even with 
Mr. Smith’s justification yesterday about the baths for the camel 
drivers, it still did not make very good reading in the newspaper, and 
what I would like to get are some things to offset that. 

Sure, 2 diversionary ¢ vanal is fine. An irrigation project is fine. A 
cistern project is good. Roads, well, I will buy them, but I think 
they are a little harder to sell to the people back home, especially 
when they are not building them back there like they think they 
should. 

Those are the things I think we are going to need to do if we are 
going to defend any part of this program on the floor or in the con- 
stituencies. 

Mr. Outy. While it may sometimes be hard to locate, these pre- 
sentation books actually contain a greet reservoir of detailed informa- 
tion on a project-by-project basis. There is information on what we 
have done and what we are planning to do in these countries. This 
information is not as full as it could be simply becavse to make it 
fuller would result in a volume of material that would be completely 
unwieldy. 

Mr. Hays of Ohio. Now, I was looking through these books the 
other day. You mentioned that and I happened to be intrigued by 
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seeing some of our dear dictator friends in South America’s countries’ 
names on these. 

But when you read what they are going to do there—here is an item 
“Contribution to cooperative services administration and technical 
support of the educational program.” You might just as well write 
that in Greek. I would know just as much about it. 

I am not finding fault with it. I do not think you can spell it out, 
but what I am finding fault with, when I call somebody down at your 
office I never get any answers. 

If I do not meet outright hostility, I am pushed from telephone 
number to telephone number until after half the morning is gone I 
give up on it. 

Mr. Outy. I think I have said all I need to say about the general 
category of special assistance. I would like to say something further 
about the contingency fund even though we have largely covered this 
subject in the discussion that has gone on so far. 

The contingency fund is designed to deal with three types of 
situations. The first type of situation is one in which at the time of 
our presentation to Congress, we can already foresee a probable need 
for aid (or additional aid) on the horizon, but where we cannot at 
that time either (a) be sure that the need will finally eventuate or 
(6) estimate accurately the amount of funds we may require to meet 
the need if it in fact does eventuate. For example, in fiscal year 
1958—that is the current year—we told you at the time we came up 
to Congress with the fiscal year 1958 program that there were — 
8 or 10 countries where one of the following situations obtained: 
we were not then specifically programing aid but might somrdishees 
later have to furnish it or (6) we might have to increase the amount 
of aid which we were then planning. These countries included 
Tunisia and Morocco, because, as you will recall, the situation in 
North Africa was then, as it is now, very unsettled. They included 
Poland. We indicated that if the situation in Poland continued this 
year as it was last year we were likely to continue a program to 
Poland. However, since the future in Poland was so uncertain at 
the time we felt that we should not show any amount for Poland as 
a firm program, but should count on using contingency funds to 
finance any requirements that developed [security deletion]. 

Mr. Ounty. The second category of contingencies consists of things 
that we cannot foresee at all at the time the program is presented to 
you. This year we have had to meet a number of situations that we 
could not foresee at all at the time we were before you last year. 
These have included the need to finance a United States contribution 
toward the cost of maintaining the U. N. forces which are patrolling 
the area between Egypt and Israel, the necessity for helping to care 
for the large numbers of Algerian refugees streaming into Tunisia, 
and the desirability of lending a helping hand in huge natural disasters 
in Ceylon, Iraq, and Iran. The year before we had to deal with the 
problem of the Hungarian refugees to the extent of $30 million. This 
is the kind of thing that you cannot foresee, but which we have to 
have funds to meet. 

The third kind of contingency situation is the situation in which we 
foresee that we will have to do something and know pretty much 
what we will have to do, but where, because of changes in prices, such 
as changes in cargo rates for the shipment of coal from the United 
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States to the Far East, the cost of a program changes and we have to 
meet that increased cost out of the contingency fund. 

Our experience has generally demonstrated that in the course of 
any 1 year we will have to deal with several hundred million dollars 
of contingent requirements. These requirements can be met either 
by dipping into a contingency fund or by shifting funds from one 
program to another. Under our legislation, when we run up against 
a contingency, there are just two things that we can do. We can use 
the very liberal authority which Congress has provided to shift funds 
from one appropriation account to another to meet the new problem, 
or we can dip into a contingency fund, such as the kind we are pro- 
posing. The disadvantage of relying on the first alternative to any 
great extent is the fact that you disrupt existing programs, that you 
must postpone other things that also ought to be done, and that you 
in general complicate the administration of the total program to a 
degree that ought not to be accepted. 

This year, as a result of the fact that our contingency funds were 
cut down to the level that I have previously indicated, we are up 
against a rather difficult situation. I do not say we will not get 
through this situation, but we are down to the point where we have 
unearmarked funds in the special assistance account of only about $5 
million: There are several things which might happen that would 
increase that amount—certain anticipated requirements for aid that 
may not come to pass. However, as of the moment we are down to 
about $5 million of unearmarked funds to cover all contingencies 
that may arise during the next 4 months. In fact, we are to the point 
where we may have to use the statutory power that you have given 
us to move $30 million of the funds that are in the military assistance 
appropriation over to meet defense support and special assistance 
requirements. In other words, we this year are already right up 
against a situation in which, even forgetting what may happen in 
the next 4 months, we are going to have to rearrange our previous 
program by dipping into military assistance funds for nonmilitary 
programs, and this despite the fact that we are short on military 
assistance funds because they too were cut back last year. 

Mr. Aparr. Mr. Chairman, one question on that point. 

Is that the'same $30 million mentioned yesterday or is that an 
additional $30 million? 

Mr. Onty. I think that is the same $30 million that was mentioned 
yesterday. 

Mr. Aparr. So it is a total of $30 million and not a total of $60 
million? 

Mr. Outy. That is correct. 

Mrs. Keutry. Will the gentleman yield at that point? 

Mr. Apa. Yes. 

Mrs. Ketzy. The $30 million you spoke of was last year, 1957? 

Mr. Onty. This current year. 

Mrs. Ketiy. Then you have programed $25 million more for this 
coming program. So it is a question of $55 million. $25 million is 
programed—lI am speaking of Poland. Are you? 

Mr. Aparr. No; 1 was speaking of the transfer of the military funds. 

Mrs. Ketuy. That was taken out of that, was it not? Was that 
not what it was for? 
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Mr. Outy. This $30 million will be taken from military assistance 
to be used for other purposes because our contingency funds here are 
inadequate to meet the new needs that have arisen. 

Acting Chairman Mor@ean. In your book here you apparently have 
$60 million unprogramed on January 15, 1958. Are these programs 
for [security deletion] and some other countri es, where the outlook is 
uncertain, included in this $60 million or will this amount be still 
larger? 

Mr. Outy. The composition of some of these things has changed. 

Mr. Zastocki. Mr. Chairman, could we have a current chart of 
the 1958 contingency fund? 

Mr. Outy. You certainly can, Mr. Zablocki. This obviously is 
almost 2 months old because we had to go to print earlier. 

Mr. Jupp. You say you have only $5 million left. I would like 
to see what your program is on the $55 million. Obviously you have 
a new schedule for the $55 million and you have about $5 million left. 

Mr. Onny, I can give you some indications of where we will have 

do more than indicated there. 

[Security deletion.] 

Mr. Ounty. You will notice that none of these items are shown 
among the potential demands that are listed in that table at the 
bottom of page 81. Those are new things that have arisen since 
that table was printed. 

[Security deletion. ] 

Mr. Ouxy. Some of these others may need to be deleted also. I 
want to check into that. 

Mr. Jupp. What is the $25 million for? That is in addition to 
the Public Law 480 currencies, is it not? 

Mr. Ouny. That is correct, that is the $25 million which has 
actually already been firmly programed and which was covered in 
the announcement of an agreement with Poland that was made some 
2 or 3 weeks ago. 

Mr. Burreson. Mr. Chairman, | see that in some specific instances 
it may alter the situation, but as discussed with Mr. Dillon the other 
day, to grant the entire request made in pending legislation, vitiates 
the action the Congress has taken in the last 2 years reducing the 
scope and the operation of the foreign aid program. 

It suggests to me, Mr. Ohly, that the reductions made in the last 
2 years in this program will in effect be restored under the present 
request, 

Mr. Ounty. All I can say that the executive branch feels is that this 
program as presented is tremendously important and critical to the 
security of the United States. We present the requirements as we 
see them. 

Mr. Burteson. Of course. I understand that, but dollarwise and 
in scope of operation and in scope of objectives, I cannot see but what 
we have gone up the hill—and now coming down again. 

Mr. Jupp. That does not apply to the military. They have cut in 
military aid, but on the economic aspect I think what the gentleman 
said is substantially correct. 

Mr. Ouny. One of the major increases over last year’s level is the 
$325 million addition for the Development Loan Fund. This larger 
amount for the Development Loan Fund was authorized by the Con- 
gress last year for appropriation this year. The total difference 
between the 2 years is about $500 million and $325 million of this 
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difference is represented by this previously approved addition 
to the Development Loan Fund. Twenty-two million dollars of the 
difference is accounted for in technical cooperation, about $100 million 
more in defense support, and the balance involves the combined 
contingency-special assistance account. 

Mr. Hays of Ohio. Mr Ohly, I do not want to keep harping on this 
subject, but. specifically who makes the decision—do you have any- 
thing to do with making a decision about your grants of X number of 
dollars to X country? 

Mr. Outy. I have something to do with it, yes. 

Mr. Hays of Ohio. If I asked you, for imstance—and I do not 
want to pick out the Dominican Republic because I am not one of 
those who has made speeches about Trujillo because I do not know 
anything about him except what I read in the papers, but I do know 
he has a son up here in school and there is a big spread in Life magazine 
that they have a whole floor of a hotel in Kansas City rented. They 
have four ex-FBI agents to guard him. They have a ranchhouse 

rented for him for weekends. He has a fleet of automobiles. They 
have the hotel elevators wired so that when they stop at this floor, 
the whole floor set aside for him, lights go on and bells ring all ove r 
the place. They have private radios. I think Life estimated the 
layout was costing a million dollars a year. That is in the magazine. 

‘Then you come up here and tell us we are going to give them for 
fiscal year 1958, $1.3 million. That is not very much money consider- 
ing the total in the bill, but that is the kind of little things that the 

newspapers pick up and make a big story out of, and it puts us behind 
the eight ball. 

Who decides, in the face of an expenditure like this, who decides 
that we turn around and give him a million dollars, which balances 
off the money he used to send his son up here for 1 year to school? 

Mr. Onty. I do not decide if they will have a program in a particular 
country. That is decided at the level of the National Security Council 
or by the Secretary of State. I do have something to say about the 
amount of aid for a particular country in order to carry out our objec- 
tives in that country, as established by the National Security Council 
and the Secretary of State. 

Our program in the Dominican Republic comes to about $200,000 
in the technical cooperation field. The balance, I believe, is in military 
assistance, and designed to support a number of very specific units. 
All of our military assistance programs in Latin America are designed 
to help the particular country to carry out a particular military mission 
which is important to the security of the Western Hemisphere and 
which, under a plan of operations agreed to by the United States and 
the country, the country in question is to carry out. It may be an 
antisubmarine warfare mission—the patrolling of a certain area. It 
may be the protection of a particularly vital installation. In the case 
of the Dominican Republic, I am not familiar with the particular 
military plans that the equipment programed will support, but I will 
have a military witness address this point when the Latin American 
witnesses are up here. 

Mr. Futron. Can I comment on that? 

Mr. Onny. Yes, Mr. Fulton. 

Mr. Furron. Actually, we have in that area, because of the Cape 
Canaveral, Fla., programs, very good cooperation from every one of 
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those countries, both as to telemetering and cooperating with us on 
the various ranges for guided missiles. 

Secondly, on the ranges for submarine and sonar devices, we have 
obtained very fine cooperation from the Dominican Republic. 

Thirdly, they have themselves established certain restricted installa- 
tions which are helpful to the West and the United States in our fight 
against communism. Whatever some people say about some of the 
South American peoples; they have been strongly against communism 
and stood firmly with the American people in the face of a common 
danger. 

As to Trujillo himself, he is now a private citizen. He is not the 
President of Dominican Republic and certainly has every right to 
protect his son as he sees fit as long as he is in school in the United 
States. 

Mr. Hays of Ohio. I know who is running the Dominican Republic 
and so do you, so let’s not get into an exercise in semantics here. 

I am not condemning him, but I point out it makes it difficult to 
defend this kind of a program. 

Acting Chairman Morean. Mr. Merrow. 

Mr. Merrow. Could you say again how much aid is going to go to 
Poland? 

Mr. Outy. $25 million [security deletion] is being extended as a line 
of credit. 

Mr. Merrow. And what else? 

Mr. Onty. In addition to that, I believe $73 million in Public Law 
480, title I, sales. 

Mr. Merrow. We are lending them some money, are we? 

Mr. Outy. No; this represents the total proposed for fiscal year 
1958. 

Mr. Mprrow. How muc h js programed in this contingency fund 
for this next fiscal year? 

Mr. Onty. We have not programed anything in this contingency 
fund next year for Poland. [Security deletion.] 

Mr. Merrow. Now, may I ask what the money is being spent for 
in Poland? 

I ask this question because there is a great outcry in some places 
against this aid to Poland, and I would like to get it straightened out. 

Mr. Ounty. It is large ly for agricultural commodities. 

Mr. Merrow. I do not like to delay the committee, Mr. Chairman, 
but if we could have a full report on it-——— 

Mr. Outy. I can give it to you right now. 

Twenty-five million dollars of mutual-security funds are going to be 
handled as a line of credit through the Export-Import Bank and are 
broken down in the following categories: $5.4 million for machinery 
and equipment for food processing, leather and textile and metal 
industries; $1 million for medical equipment; $4 million for items to 
balance industrial production such are wire cable, gas-engine-driven, 
hand-held power saws, etc.; raw hides and skins, $2.4 million; artificial 
silk yarn, $1 million; synthetic fibers, $1 million; plastics, $1 million; 
$9 million for the estimated cost for the ocean transportation of 
these items to Poland. 

The $73 million (at world market prices) of agricultural surpluses 
which are to be provided under Public Law 480 will consist of 400,000 
tons of wheat, 165,000 tons of barley, 100,000 bales of cotton and 
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smaller quantities of other miscellaneous surplus agricultural com- 
modities. 

Mr. Merrow. Now, will you answer the argument that is put forth 
that it ridiculous for us to be giving aid to Poland because it is a 
Communist country under the domination of the Soviet Union? 

Mr. Onty. I would say in the first place that part of the answer to 
your question lies in the validity or invalidity of the last clause which 
you used, namely, whether it is correct to say that Poland is under 
the domination of the Soviet Union. It is because of our belief that 
Soviet domination is not complete, that it can be further loosened, 
and that the forces of freedom can, over a long period of time, be 
nurtured within that country, that we want to furnish them with a 
possible alternative source of supply and thereby to encourage trends 
that over the long period—and this is not a short-term business— 
will result in lessened domination by the Soviet Union. That is es- 
sentially the rationale of the program. 

Mr. CarnaHan. How do you answer the question that we are 
helping to make a Communist system work by giving assistance 
which enables them to do a better job than they could do otherwise? 
We are allowing them to better satisfy their people more through 
our aid? 

Mr. Ounty. I think that you have to admit that such a statement is 
correct, and that you then have to balance that disadvantage against 
the other advantages which I mentioned in my answer to Mr. Merrow. 
Moreover, in the case of Poland at this moment, you must consider, 
in weighing the above charge, that the fact that we are providing this 
assistance is fairly well publicized within Poland. 

Mr. Merrow. It is known throughout the country then. 

Now, why I asked this question, one of the newspapers in New 
Hampshire hammers at this program,at every opportunity because 
of the aid going to Poland. I just want to get the answers. 

I think the answers are good, but I would like to get them on the 
record. 

You say this is well publicized so they know where it is coming 
from and it is encouraging the Poles to greater freedom, if possible. 

Mr. Jupp. Or else to greater support of their Government, because 
it shows their Government is so good it can get all this aid from the 
United States. 

Mrs. Ketxiy. The same day this was announced in the country that 
we were giving this aid, Poland announced that they were increasing 
the military budget by $85 million. 

Mr. Hays of Ohio. Exactly the same amount we are giving. 

Mrs. Kextiy. That is what I wanted to bring out. 

Mr. Jupp. And Gomulka kicked out the very groups that were 
trying to liberalize his regime. 

Mr. Merrow. It may “be that if this program in Poland is helping 
the Communists to that extent, and that the risk is not a proper risk, 
that something ought to be done about it. 

I suppose then it would get more support in certain areas, but if 
the program can be justified, then it certainly should be because there 
has been a lot of criticism about it. 

Mr. Onty. This is the kind of program in which whatever way 
you go, you are taking risks, and you might as well recognize the 
fact that in deciding to have a program like this, we are making an 
educated judgment that the risks involved in cakionahinn a program 
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are less than the risks involved in failing to have a program. Iam not 
the person to make such an educated judgment in the case of Poland. 
However, this question has been repeatedly considered at the very 
highest levels of the Governme nt—by the President and the National 
Security Council. I would like it, Mr. Merrow, if you would raise 
this question again with Mr. Elbrick, and [ shall ask him specifically 
to deal with it when he comes up here to talk about Europe at a later 
time this week. 

Mr. CarNAHAN. Do we have any American personnel working 
Poland? 

Mr. Outy. We do not have an ICA mission as such in Poland, no. 
This aid is being extended and managed through the Export-Import 
Bank as a line of credit to the Polish Government. 

Mr. Jupp. That is a loan that is repayable? 

Mr. Ounty. It is a loan, and it is repayable in dollars and not in local 
currency. 

Mr. Jupp. How long? 

Mr. Ouny. I will have to insert that in the record. I do not know. 

(The information requested is as follows:) 

The Polish loan is 25 years in duration, with a grace period on principal re- 
payments of 5 years. Interest is at 4% percent and repayments are to be in dollars. 

Mr. Merrow. Is this $25 million a direct grant now out of the 
mutual security—no, that is the loan, $25 million. 

Mr. Onty. The $73 million is on a sales basis, with the local cur- 
rency sales proceeds reserved for United States uses. The $25 million 
is a line of credit, repayable to us in dollars. 

Mr. Farsstrein. Mr. Ohly, when you prepare Mr. Elbrick, or 
whoever it is, for the questions in connection with this loan to Poland, 
will you inquire whether or not they had any inkling or gleam of 
information to the effect that there would be an amount similar to 
that which was loaned to them which would be used for their military 
forces and, if so, why was this money appropriated for their military 
forces? What was the purpose of it? 

Mr. Outy. I certainly will do that, sir. 

Mrs. Cuurcu. Mr. Ohly, do you have the disposition of the local 
currencies created under Public Law 480? 

Mr. Outy. We have the disposition of local currencies under Public 
Law 480 that are assigned for certain purposes. There are about 
eight different purposes for which such local currencies can be used. 
Certain amounts are set aside for United States uses; certain amounts 
for the purchase of strategic materials, a certain amount to support 
the educational exchange program. 

Mrs. Cuurcn. Is that ona percentage basis, Mr. Ohly, in each case? 

Mr. Onty. No, although I think there is a minimum amount that 
must be reserved for United States use—10 percent—and the so-called 
Cooley amount provides that up to 25 percent should be used for 
private loans under stated conditions. 

Mrs. CuurcH. Supposing that we suddenly generate through 
Public Law 480, $10 million in a given country after we have drawn 
up this ICA program. Who allocates the $10 million within that 
country and is any of it used to implement this accepted program, or is 
it completely outside of any previous authority from this committee 
and the Congress? 
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Mr. Outy. Agreement as to how that local currency will be used is 
usually decided by an interagency committee on which the State 
Department, ICA, the Department of Agriculture, the Bureau of the 
Budget, and the ‘Treasury Department are represented. That com- 
mittee will reach a judgment as to how that local currency can best be 
used in terms of United States interests. In some countries it may 
decide that a very large part of this currency should be for United 
States direct expenses. In other countries, and this is true in most 
countries, the bulk of this currency will be allocated either for use as 
loans to the country for economic development or for other purposes 
which are similar to the purposes of the mutual security program. 

Now, let me just go on and say one other thing: In developing 
the $3.9 billion program that we are presenting to you, we have 
already made assumptions as to the probable amount of Public Law 
480 sales that will be made in fiscal year 1959 in each of the countries 
in which we are proposing a program, and we have taken those 
probable sales fully into account in framing our aid request. I should 
say further that these assumptions are based on an analysis of the 
agricultural needs in each of these countries and of the anticipated 
availabilities of various kinds of surpluses within the United States 
to meet those agricultural requirements. 

Mrs. Cuurcu. Have you taken them into account, Mr. Ohly, on 
a plus or minus basis? Are you assuming that you will have this 
much from Public Law 480 and are you asking in addition the com- 
ponent parts of this total; or are you counting on Public Law 480, 
which I think is not the case, to implement part of what you are 
suggesting here? 

Mr. Outy. Not to implement part of what we are suggesting here. 
We have assumed that a certain amount of Public Law 480 sales 
will be made in each of a variety of countries and have built our 
request for mutual-security assistance, the amount we are requesting 
here, on the assumption that those sales will take place and take care 
of part of the foreign exchange requirements of that country. 

Mrs. Cuvrcu. But of the proceeds of those sales, you do not have 
the complete disposition in your own hands, in the way that you 
have control of the money from this program? 

Mr. Outy. No; and to the extent that those sales do not, in fact, 
represent a real addition to the resources of those countries, then we 
have to discount their value when we make our computations as to 
how much should be in our program. 

Mrs. Cuurcu. Well, now, supposing that this committee, in its 
wisdom, absolutely recommended the end of a program, or recom- 
mended not beginning a specific program. There is no way, is there, 
Mr. Ohly, in which we could be prevented from having that program 
carried on nonetheless through funds generated through Public Law 
480? 

Mr. Outy. It would depend upon whether the situation existing in 

that country was one in which, as an actual fact, the provision of 
agricultural surplus commodities under the stringent conditions— 
and they are stringent conditions—which are laid down by Public 
Law 480, would have the same effect as providing assistance under 
the Mutual Security Act. You must remember that we cannot 
provide agricultural commodities to a country under Public Law 480 
unless those agricultural commodities represent food imported above 
the country’s normal marketings. 
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Mrs. Cuurcu. I am concerned about the disposition more than I 
am about the possibility of sales. 

I still cannot quite see that we have not lost control of the program 
and I think that you yourself have lost control of the program through 
the use of Public Law 480 funds. 

Mr. Outy. We have a lot to say in the councils that decide on how 
and where to make Public Law 480 sales, as well as on the disposition 
of the local currencies that accrue as a result of those sales. At page 
109 in the worldwide summary book, we have set out our estimate as 
to the Public Law 480 sales that will be made during fiscal year 1959 
in various countries where we have programs. It is these estimated 
sales that we have taken into account in arriving at the figures that we 
are presenting to you in the mutual-security program. 

Mrs. Cuurcn. Mr. Ohly, does the same rule of disposition apply 
regarding the funds otherwise generated? For instance, as regards— 
I have forgotten the technical name of this publications program. 

Mr. Curtis. Information media. 

Mrs. Cuurcu. The information media program. 

Mr. Outy. Not as to how they will be used. We participate in the 
decision as to whether any part, and if so, what part, of the total 
amount of local currency proceeds from a sale will go into this infor- 
mation media program, to United States uses, to strategic materials 
purchases, and so forth. 

Mrs. Cuurcu. Does the same committee of consultation on use, 
so to speak, decide that question? 

Mr. Ounty. This committee has nothing to say as to how local 
currency is used within a category once it has been allocated to that 
category, but its allocation to these different categories is a matter 
of concern to this committee. 

Mrs. Cuurcu. Within the category, would it be the country team 
that would make the decision? 

Mr. Onty. In the case of the information media program, I assume 
the decision would be made by the Department of State and the United 
States Information Agency, but I am sorry I do not know the answer 
to that question. 

Mrs. Cuurcu. Would you agree that there is some justification for 
my fear that here again is an opportunity for loss of centralized control 
over the program? 

Mr. Outry. I would have to agree that to the extent resources be- 
come available for such a program from sources over which this 
committee does not directly act, to this extent there is added flexibility 
and a lessening of the committee’s control. Yes; I have to agree 
with that. 

Mrs. Cuurcn. Thank you, Mr. Chairman. 

Mr. Merrow. Would our participation in the funds going to Poland 
be the same as they are in other countries? 

Mr. Jupp. They all vary from country to country. In one place 
vou can get strategic minerals and in another place you cannot. The 
law specifies these currencies could be used for certain purposes, one of 
which would be education for American children in those areas and 
so forth. Does that not vary from country to country? 

Mr. Outy. Very greatly. I think I will again have to ask Mr. 
Elbrick to give you a detailed answer on it. 
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Mr. Merrow. I just wanted to be sure that there were similar 
conditions in other countries and that there could be a certain amount 
of local funds accrued under Public Law 480. 

Acting Chairman Morean. Let’s get back to regular order again 
and let Mr. Ohly conclude his discussion on the contingency fund. 

Mr. Outy. I think that as a result of the discussion that we have 
already had I have accomplished my original purpose of giving you a 
general idea of the purposes of the contingency fund and of the kind 
of problems it is designed to meet. You will find a very extensive 
discussion of the contingency fund and its history beginning at page 
75 in the worldwide summary. ‘There is a listing at pages 79 to 80 
of some of the contingent requirements which we see on the horizon 
and which we may have to meet during fiscal year 1959 from this 
account. 

Mr. Pitcuer. Will we have an opportunity to ask Mr. Ohly more 
questions? 

Acting Chairman MorcGan. We wanted Mr. Bell to present his 
testimony and then they will both be open for questions after that. 

Mr. Bell. 

Mr. Betu. Mr. Chairman and members of the committee, my pur- 
pose this afternoon is to discuss the ways in which we reach judg- 
ments as to the amounts of money required to carry out the non- 
military programs which are being proposed to the Congress. I shall 
concentrate upon the factors involved in the case of defense support 
programs. 

In general, programs originate in a country request for help from 
the United States. These requests may arise from a country’s desire 
and need to strengthen itself militarily ; to meet military commitments 
it is undertaking jointly with other free world countries and the 
United States; to improve its economy; to develop its institutions; 
to relieve and reconstruct a disaster-torn area; or from various com- 
binations of such reasons. They may also arise as a result of needs 
related to the establishment and maintenance of United States military 
facilities in a particular country. 

A decision as to whether affirmative consideration should be given 
to a request for assistance is first and foremost a political decision made 
by the President or the Secretary of State in the light of national 
policies reflected in legislation and in the decisions of the National 
Security Council. This political decision must take into account 
whether and how the objectives for which the requesting country is 
seeking aid are important to the national interests of the United 
States. While the cost of providing the aid sought is highly relevant 
to a decision as to whether it will be feasible for the United States 
to agree to assist in attaining a general or a specific objective, the 
proposal must, in any event, first meet this test of United States 
national interest. 

If the proposal does qualify for consideration on this ground, the 
question of feasibility must then be examined more closely. Assess- 
ment of the feasibility of a proposed program or project involves 
three kinds of determinations: Can it be carried out at all; can the 
particular country in question carry it out; and is it worth what it 
would cost? 
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Thus, feasibility involves more factors than the technical criteria 
which also have to be applied to evaluate programs or projects. 
Qualitative as well as quantitative determinations must be made as 
to whether the action proposed by the other country is realistic and 
possible. These must take account of the overall political, economic, 
and social structure and practices of the country as well as of its 
capacity to provide the kind of direction, management, organization, 
manpower, and skills needed for the particular activity and in the 
time, the amounts, and at the places needed. 

Feasibility also requires the application of economic and technical 
judgments. We must consider not only whether the activity is prac- 
tical as a separate enterprise, but also its practicability in terms of the 
relationship of the activity to the general patterns of resource avail- 
ability and use in the country as affected by estimated economic trends. 

This involves questions: What the natural resources are, what is 
produced, how and from what. sources, and what economic pur- 
poses—consumption and maintenance, defense, investment, export— 
absorb that production. Are these relationships more or less con- 
stant? Are they changing in such a way that the net position of 
important sectors is deteriorating? Are there signs that trends for 
change are already at or could be brought to the point of critical 
determinations in quality or in quantity? 

Finally, feasibility requires, both for individual requests and for the 
total of all requests for aid, a determination that their cost is reason- 
able in terms of the value to the United States of the objectives being 
sought. The final judgment as to totals is rendered by the Congress, 
but the programs being presented to you by the executive branch 
represent its best judgment, not only that the objectives sought are 
worth the costs involved, but also that these costs are reasonable 
and that they cannot be reduced without some surrender of United 
States objectives. 

Determination of the costs of meeting mutually desired objectives is 
a process which compares in complexity and difficulty with the nature 
and scope of the objective, as does the degree of depth and the refine- 
ment of detail to which the examination must be carried. If the 
objective is to aid economic development through the provision of 
technical assistance, the calculation of program requirements and 
their cost, once specific targets are selected is, relatively, a simple 
task. If the selected United States objective is to aid an emerging 
country by providing it with specific new facilities, it is relatively 
easy to determine what the basic cost of such facilities should be 
by assembling the necessary data on the unit desired and obtaining 
the technical costings. If the necessary objective, however, is to 
enable a country to perform essential defense tasks without loss of 
political stability, a more complex consideration of economic, military, 
and political factors is necessary. 

Let us take an example of this more complex type of determination. 
Let us assume that policy judgments have been reached that the 
interests of the United States require that a particular country perform 
certain defense tasks, that the performance of these tasks requires 
the maintenance of political stability, and that the maintenance of 
political stability requires as a minimum that economic retrogression 
be avoided. 
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This example thus deals with a problem in determining the level 
of defense support needed to assure a specific defense contribution. 
For purposes of clarity, the example will be limited to major typical 
issues, rather than attempting to explore all possible variations 
and complications. 

Our problem is to determine the extent to which aid is needed to 
attain the mutual objectives stated and any associated policy or 
operational requirements for the United States. The evaluation of the 
amount and kind of assistance which is needed follows a systematic 
approach. It is not a simple approach; it is not a mechanical formula; 
it is not, nor can it be, mathematically precise. It involves a large 
number of variables and a large number of value judgments. It 
proceeds necessarily on the basis of assumptions, the validity of which 
depend on future events, only some of which are actually within the 
power of either the United States or the other country to control. 

While it is difficult and, to a certain degree, artificial to separate 
the economic factors which go into a judgment of aid levels from the 
political and strategic considerations, there is a process of rational 
economic analysis which has a major ‘influence in reaching decisions. 
This process commences with a review of the total resources required 
by the country to carry out its objectives, a review of the total re- 
sources likely to be available to the country and a resultant estimate 
of thé extent of any short fall. 

It should be clearly understood that our review of the plans of the 
aid requesting country, even if we conclude that assistance is to be 
provided, does not imply that we assume responsibility for or neces- 
sarily endorse all of its planned activities or policies. This review 
is for the purpose of obtaining data which is relevant to our analysis. 

We can, for the purpose of this example, attribute the total resource 
requirements of the country to three broad classes—requirements to 
meet the private and public needs of consumption and maintenance, 
requirements to meet the needs of defense, requirements to meet the 
needs for investment or development. 

Note should be taken at this point that merely to prevent economic 
retrogression requires some added development or investment, if for 
no other reason than to meet the problem of increasing population. 
A continuing rate of population growth of, say, 1 percent requires 
at least an equivalent rate of increase in gross national product if 
economic retrogression is to be avoided; such an increase may well 
require increased investment for development. 

In examining these requirements for resources, we must ask for 
each category of requirement—is the requirement feasible and reasona- 
ble (a) from the point of view of the country and (6) from the point 
of view of its relationship to the attamment of United States 
objectives? 

For the level of consumption envisaged, we must consider whether 
and to what extent changes in the consumption pattern are con- 
templated. If an increase in per capita consumption is projected, we 
must consider whether this increase is politically required and economi- 
cally desirable. The extent to which provision for meeting the needs 
of existing plant has been made has to be assessed. 

On the military side, we must ascertain the extent to which expendi- 
ture estimates are deemed adequate by our own military to meet 
the needs of agreed force goals. We must also consider whether there 
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are requirements proposed for other military activity and, in that 
event, whether and to what extent the activity is compatible with our 
own interests. 

For development estimates, we must ask ourselves whether the 
goals sought are desirable and reasonable and the extent to which 
they relate to the real problems of the country. We must consider 
the capability of the country to provide the essential organization, 
the technical and administrative framework, and the manpower, 
the human hands and skills, to attain its goals. Development objec- 
tives may be totally unrealistic either in terms of overall dimension 
or through the inclusion of elements which are incompatible with the 
needs and human and material resources of the country. 

These judgments, and they are judgments rather than mathematical 
processes or the mere mechanical manipulation of a formula, enable 
us to evolve a tentative estimate of what is needed for the pattern of 
consumption, defense, and development contemplated by the country 
seeking aid, and of the validity of the requirements in terms of feasi- 
bility, reasonableness, and United States interest. 

Let us suppose, for the purpose of simplification, that this pattern of 
consumption, defense, and development is one which we consider 
rational and necessary to the attainment of our national objectives. 

This pattern is expressed in terms of total resource requirements. 
We must review with realism the extent to which these requirements 
can be met from the sources of production within the country, and the 
extent to which these domestic sources would have to be supplemented 
from abroad, if the total requirement were to be met. 

Internal resources for investment or Government use may be tapped 
through the use of savings, through taxes, through Government 
borrowing, and through use of counterpart funds where they exist. 
Obviously there are limits on each of these, of both political and eco- 
nomic nature. Clearly, taxation can be self-defeating if overdone; 
similarly, an excessive combination of counterpart use and Govern- 
ment borrowing may produce inflation by multiplying the claims for 
goods and services beyond the resources available to satisfy them. 
Our review must ascertain and evaluate the plans of the country with 
respect to the meeting of total resource needs from internal availa- 
bilities. 

We must also explore the extent to which the country plans to 
rely on import of goods and services—a requirement for external re- 
it believes this can be financed. 
This need may be met at least in some part through export earnings. 
A major part of import needs in most of the countries to which aid is 
proposed is met by export earnings, that is, through their own efforts. 
The portion of import requirements not met by the country’s own 
current earnings through exports we term the current deficit. 

This deficit can usually be met, at least in part, from several sources. 
There may be net receipts through private transfers of a capital 
nature—such as private direct investment and private loans, credits, 
and grants. This may include grants or loans from private institu- 
tions, such as the Ford Foundation. Foreign exchange may be 
gained as a result of loans obtained from international institutions 
such as the International Bank for Reconstruction and Development 
and from International Monetary Fund drawings. There may be 
amounts made available from loans and grants from foreign sources, 
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such as through the Colombo plan. In some cases, a portion of the 
requirement may possibly be met by a drawdown of reserves of 
foreign exchange. Sometimes it is feasible to plan this; on other 
occasions, it is a forced emergency measure. 

None of the sources enumerated so far involve official United States 
agencies. However, United States agencies outside the mutual 
security program may also have activities which must be considered 
in the evaluation. 

Needs for imports during the period of time under consideration 
may be met in part through receipts of disbursements against com- 
mitments by the Export-Import Bank. Probable deliveries of 
commodities obtained under Public Law 480, the Agricultural Trade 
Development and Assistance Act, must be taken into account. 
Where previous mutual security programs are, in effect, deliveries 
of goods financed thereunder may make a contribution. 

It is worth emphasizing that, in estimating the extent to which 
the need for imports is likely to be met from exports and from the 
other possible sources just ‘mentioned, we necessarily are making 
projections for a future period which are judgments, rather than pre- 
cise arithmetic. These judgments are based upon a close review of 
the experience and prospects of the economy, analysis of political and 
economic factors which may influence its course, and assumptions as 
to the general internationa] and national environment during the 
period under review. 

Up to now, we have been talking as if a year or a year’s program 
could- be taken as a closed segment isolated from any other, But, 
of course, the fact is that the problems we address do not stand still; 
economic facts are facts of movement and change. The nature of 
the problem we are discussing is the maintenance and alteration of 
economic directions and trends. Programing is a problem of main- 
taining the flow of activity. ‘To understand properly a cross section 
of the flow at any moment of time, it is necessary also to consider 
what came before and where it is headed. Thus, in varying degrees 
of detail, consideration must be given to what may have been done 
at an earlier date to assure activity during the period we are now 
considering, and to what provision must be made during that current 
period to carry on the flow of activity desired in the future. 

In estimating what imported goods and services may be available 
to meet domestic needs during the period of time under review, we 
must, of course, confine our calculations to actual arrivals. For 
example, we may have a sales agreement with a particular country 
under which it is to purchase 500,000 tons of wheat, but we can only 
count against current import needs that part of the 500,000 tons 
which will actually be delivered during the period for which the re- 
quirements have been calculated. Any undelivered balances will 
represent availabilities against requirements for the period in which 
these balances are in fact delivered. Similarly, a factor with which 
we must be concerned may be the existence of a pipeline of aid from 
earlier mutual security programs. While this is always taken into 
account, it acts to meet current requirements only to the extent that 
deliveries of goods or services from that pipeline will take place. The 
extent to which they will take place reflects the decisions that had to 
be made in previous years. It depends on when an order was placed 
and on the nature of the goods in question. Bulk commodities flow 
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rapidly; complicated equipment or machinery requiring fabrication 
after orders are placed may take several years for delivery. 

In planning a defense support aid program in a country where a 
substantial deficiency in resources exists, we must, as indicated a 
moment ago, take into account the relationship between our program 
eycle and the time within which the delivery of resources is required. 

We know, for example, that there is an ‘inescapable time interval 
between the appropriation of funds by the Congress and the actual 
arrival of goods in the country to be aided. Only after appropriations 
are available can negotiations with the country take place. Agree- 
ments on goods and services to be financed are the next step. Im- 
porters must be licensed to procure these goods, bids must be obtained, 
contracts concluded, and goods transported. 

All these actions, a part of the normal course of trade, inevitably 
consume additional months, As a consequence, in defense-support 
countries having serious resource deficiencies, we must attempt to 
plan our aid to assure deliveries over a sufficient period in the future 
that there will not be a gap in the flow of required resources. 

This process of economic analysis, involving, as do all such analyses, 
value judgments of both political and economic character, provides us 
with one essential element in our considerations of aid level. It has 
given us an estimate of the resource deficiency that would have to be 
met if the pattern of political, military, and economic activity which 
we examined were actually to take place. Clearly, it would be most 
remarkable if the pattern of activity envisaged by the country were 
identical in form, size, and content with that which the United States 
might ideally regard as desirable from the point of view of United 
States national interest. A judgment has to be made by the United 
States as to whether, on balance, the country plans satisfy our interests. 
In this judgment process, we must consider whether the granting or 
denying of aid, or the channeling of aid to particular purposes, can be 
used to persuade the country to more efficient and desirable courses 
of action. Almost always there will be included in the plans of the 
country some actions which we may consider unnecessary or undesir- 
able but which the country, for reasons of its own national policy, or to 
meet internal pressures, may consider to be essential. Similarly, 
there may be activities in which, in our judgment, the country ought to 
engage; but which the country may believe, either for reasons of policy 
or from conviction, cannot be entered into without help. 

Our calculations of requirements for aid must be practical and 
realistic. The fact that the country’s plans include costs we consider 
unnecessary has to be weighed against the value to the United States 
of having the ‘whole activity pattern proceed. 

Similarly, if the value to us of inclusion of an activity not presently 
in the country’s plan is sufficient, we may determine that this justifies 
the additional aid involved. 

Apart from these considerations, there are also other factors which 
may influence or control our judgment as to aid levels. It may be 
found, for example, that in order to assure the establishment or 
maintenance of significant military facilities of great value to the 
United States, it is necessary to provide assistance in somewhat 
greater measure than would be warranted by the straightforward 
application of some of the other normal criteria. Similarly, political 
judgments may be reached that a certain level of aid is necessary in 
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order to strengthen the political capacity of the government involved 
to carry out certain defense tasks that it would otherwise be unable 
to undertake. 

Through the application of the various economic and _ political 
criteria outlined, we do reach for each country a considered judgment 
as to the amount of aid which is required to further the defense support 
objectives of the United States. These judgments become our 
tentative levels of aid. 

I say “‘tentative’” because these figures, when added to other tenta- 
tive aid levels for other countries, may produce a total level of aid 
which is in excess of the amount considered feasible in the light of 
other demands on United States resources. If it is determined by 
the executive branch that the total aid program must be kept within a 
lower figure, all the tentative seopebels must be reviewed again to 
determine which objectives are to be given top priority and which 
objectives are to be abandoned or deferred. Obviously, in this proc- 
ess, there is great pressure to forecast requirements in terms of the 
most favorable possible assumptions. Thus, we assume that neither 
international nor internal conflicts will occur, that natural calamities 
will not strike, that political stability will exist, and that all plans will 
proceed on schedule. This overoptimistic basis for our finally revised 
proposals means that there is no margin in them. They represent 
our best judgments as to the minimum levels of aid required if our 
national objectives are to be met. 

A word in this connection with regard to the Development Loan 
Fund: In determining a defense support aid level for a country, our 
objective is to enable it to meet defense requirements, while maintain- 
ing political stability which, as I have said earlier, we assume will 
mean that it must at least avoid economic retrogression. 

We have quite explicitly excluded from our calculation of con- 
siderations those important requirements which would need to be 
met if our objective were to permit any growth beyond that minimum 
growth, if any, which may be necessary to bring about the desired 
contribution by the recipient country to the common defense. In 
other words, we do not include those requirements that must be 
filled in order to undertake a dimension and rate of development 
sufficient to assure attainment of adequate self-sustained growth. 
Though such a goal may well be in the United States interest, it is 
not a required purpose of defense support aid to meet it. Were we 
to have included such requirements, the resultant calculation of 
deficiency for which aid is needed would have been much larger. 

One reason for excluding consideration of these additional develop- 
mental requirements is simply that, by definition, defense support 
aid is directed toward the more limited objective which has been 
stated. The need for additional resources to achieve growth objec- 
tives is precisely the kind of economic need for which the Development 
Loan Fund was established pursuant to congressional approval. 

Consequently, the defense support aid levels we propose for the 
limited objectives to which they relate are firm requirements; they do 
not meet needs for which the Development Loan Fund was established. 

As I mentioned earlier, aid is related to national objectives, and 
programs of aid are governed not only in their dimension, but in their 
nature by the kind of objectives sought. Thus, there are country 
programs confined to technical assistance, country programs which 
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combine technical assistance and aid for specific purposes, and 
country programs which include technical assistance, aid for specific 
purposes, and general import financing as well. 

The choice of techniques and the degree to which each may be em- 
phasized in each country program ets in accordance with our 
judgment as to the manner in which we can most effectively promote 
the attainment of United States objectives in that country. The 
presentation of the regional materials and the illustrative individual 
country programs which begins later this week will incorporate the 
results of the application of these judgments. 

Mr. Chairman, my prepared statement tries to tell now about how 
we propose to use this money and the procedures we follow. It deals 
primarily with the concepts involved. If you want to get into the 
procedures we can deal with them in response to our questions, 

The program begins with a request from a country for one. This 
request may come from the country for a variety of reasons, some of 
which may be of interest to us and some of which may not. The first 
judgment that has to be reached is whether we want to have a pro- 
gram at all in the country. This judgment is obviously a political 
decision which is made by the Secretary of State or by the President 
in the light of policies as they have been laid down in either legislation 
or by the National Security Council. 

Once the decision has been reached that a proposed program or a 
request for aid if met would be in our national interest, we have to 
decide what it will cost and whether it is feasible. “Feasibility” in 
this sense involves more than just whether the particular project is 
itself economic. It involves a review of the particular situation in 
the country to see whether the country itself could carry out such a 
program if it were given the financing to do it. It also involves 
looking at the organization and management skills of the country, its 
competence to take care of a particular activity. 

We also have to look at the proposal from the country in the light 
of its overall plans. In other words, what resources does the country 
have, what is it planning to do with them. Does it really need assist- 
ance to carry out the particular purpose that it is asking help for? 
And, obviously, is the activity which it proposes one of any value to 
the United States? 

To determine what an activity or a program will cost, what an 
objective will cost, is a computation, a process of judgment, which will 
vary in its complexity with the kind of request that you have under 
consideration. Pretty obviously if the request is merely for technical 
assistance, the provision of some specialists of one kind or another 
and you think it is in your interests to provide these specialists, it is 
a fairly easy matter to calculate what the salaries and expenses of 
those specialists would be. The calculation of cost of the technical 
assistance program isn’t terribly complicated once you know what 
program you want to have, 

Similarly, if you are faced with a request to construct a specific 
facility. Let us say it is a request to build a particular kind of plant. 
The calculation of what such a plant would cost is a matter of getting 
experts who can look at the plans and say this is or this is not a reason- 
able figure. 

However, when you come to the cases of defense support—those Mr. 
Ohly was talking about yesterday—we do have a fairly complicated 
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problem. Here a country is asking for assistance of an economic 
nature which is to enable it to perform a particular defense task and 
are contending in order to do so and in order to maintain the political 
stability wsdl is essential to the performance of that task that it 
needs some additional help in economic terms. 

I want to pose as an example of this process we go through, 
hypothetical case in which we have been told that it is in the interests 
of the United States to have a program which will enable a country 
to carry out a particular defense mission and that we must see to it 
that political stability is going to be maintained and that there will 
not be any economic retrogression. 

Now, in order to determine this, the very first thing which we have 
to do is to look at what the country requires, not just for this activity, 
but what does it require in the way of all kinds of resources for its 
various requirements? 

This means that you have to look at the plans of a country, what 
its local pattern of activity is intended to be. 

This examination obviously isn’t intended nor does it carry any 
implication that we are underwriting whatever they may want to do, 
but it does provide us with essential and useful information in deter- 
mining what the real need, if any, for assistance might be. 

For the purpose of looking at the requirements of a country for re- 
sources, we can divide the requirements up into three main categories. 
First, there is the normal requirement for consumption and mainte- 
nance of existing institutions, industry, et cetera. Secondly, there is a 
broad requirement of funds for defense. Thirdly, there is a require- 
ment for funds for development. Now, we said in the beginning we 
weren’t trying to provide development through defense support as 
such but that we did take note of the fact that we didn’t want economic 
retrogression to occur. I think you will realize that if you are to avoid 
economic retrogression and you have population growth, you are going 
to have to have some measure of development, just to keep even. If 
you have population growing at 1 percent a year you have to have at 
east an equivalent rate unless you are going to have the standard of 
living depreciate. 

Now, when we look at these various categories of demands on re- 
sources as the country sees them we try to ascertain to what extent we 
think these are reasonable and justified. For example, in the category 
of consumption and maintenance, we look fairly closely to try to see 
whether the country is planning to increase the standard of living and 
at what rate. We try to look at whether they are planning on diver- 
sion of resources to some new category or another, and whether or not 
this is compatible or consistent with the idea of ‘merely maintaining 
no retrogression. 

On the defense side, we turn to our military people to find out 
whether the military expenditures which the country contemplates 
as a requirement are in fact those expenditures which are required if 
the particular forces we are interested in are going to be maintained. 
In other words, we get a judgment as to the validity of the defense 
budget. Obviously, in some countries there are requirements for 
military expenditures as the country sees them over and beyond the 
particular forees in which we are interested. In that case we have 
to get a judgment from the military as to the value and accuracy of 
cost which is proposed for that. 
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Then on the development side we look at these expenditures very 
closely indeed in the case of defense support in order to be sure that 
we are not being asked, under this category of aid, to finance some- 
thing that could be handled under the Development Loan Fund. We 
are looking to see whether the development is more than is required 
to maintain political stability. 

We are looking to see whether the pattern of development itself 
makes sense. 

Fairly characteristically, most underdeveloped countries have over- 
ambitious ideas about what they can do. Almost every under- 
developed country thinks they ought to have a steel plant, whether a 
steel plant makes any sense in a country, whether they have ore or 
markets or technical skills or not. 

Now, this sort of process gives us two things: First, it gives us an 
estimate of what total resources the country would have to have if it 
were going to carry out the program it proposes and, secondly, a basis 
for some judgment as to whether that program of activity is in our 
interest and whether it is puffed here or slanted there. 

Just for the purpose of discussion, I would like to suppose that the 
program the country proposes- that is , the total pattern of activity 
it proposes—seems rational to us, and. proceed to go on from there 
as to what we would do about it in that case. 

The first thing we look at is to see to what extent can the country 
pay for the program of activity that it contemplates. This means 
what total resources are available to the country. 

These resources you can divide into those which you can get from 
within the country from internal production, and those which you 
would have to have from outside, which you would have to import. 

In looking at the countries’ plans for tapping internal resources, we 
look at all the various ways in which they can. We look at the extent 
to which savings are expected to be available, we look at the extent 
to which taxation is contemplated, we look at the extent to which 
deficit financing or the use of counterpart may be proposed. 

We try to reach judgments as to whether the plans of a country are 
intelligent or unintelligent. Taxation may be carried too far or not 
far enough. 

Obviously, the use of deficit financing in counterpart can run you 
into inflation if you are going to put out more claims against resources 
than there are resources to meet them. 

We come to some sort of judgment as to whether the plans for 
internal resource utilization are good and to what extent they are 
adequate, whether there is more that could be done if they wanted. 
Then we look to see with respect to the part of these resources which 
have to come from abroad, how are they going to be obtained. 

Pretty obviously the first and major way in which a country obtains 
these is through earnings by exports. Goods and services it sells 
abroad bring in foreign “exchange which can pay for the goods and 
services it has to get from abroad. 

In most of the countries in which we have defense support aid, the 
major part of their total resource requirements are met by their own 
arnings, but there usually turns out to be some sort of a deficit. 

We call it a current deficit, which simply means that part of the 
requirements which is not met by export earnings. 
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That does not mean that that cannot be met also from some other 
sources which are open to the country. 

In the first place, there may be private transfers of a capital nature. 
There may be private investment in a country, or loans and grants 
from private enterprise which tend to provide resources from abroad. 

Secondly, the country may be able to obtain loans from the Inter- 
national Bank or they may be able to draw from the International 
Monetary Fund. They may also be the recipients of assistance from 
countries other than the United States. 

In many of the countries in my area, for example, there are sub- 
stantial aid programs from Canada and the Colombo plan countries. 

We see to what extent these were meeting the requirements of the 
country for resources. Obviously, too, in some countries to some 
extent the country may be able to meet its requirements for financing 
of imports through drawing down of its foreign exchange reserves. 
This is a very limited possibility i in most of the countries because of 
the small amount of reserves that most of them have. 

Now, all of these outside sources may be available to the country 
without yet involving official agencies for the United States, and the 
availability of them, as we project it, tends to meet some parts of the 
estimated current deficit and reduce the amount left unresolved. 

Now, there are, of course, United States programs other than the 
one with which we are dealing or sources from the United States, 
which go to meet this requirement. 

In the first place, the country may be drawing down against 
Export-Import Bank commitments and meeting some of its require- 
ments in that fashion. 

Secondly, it may be obtaining needed imports through purchases 
under the Agricultural Trade Development and Assistance Act, 
Public Law 480. This again decreases the residual requirement. 

Furthermore, in countries where we have been carrying on pro- 
grams in the past, there may be deliveries coming from prior year 
mutual security program financing which tends to reduce the require- 
ment for resources. 

Now, obviously in this whole process you are dealing with projec- 
tions and estimates in which you have to try to reach judgments 
which are based on the experience that you have, what you know 
about the country, what you know about their probable plans and 
probable trends in the various parts of their economy which affect 
the need for resources from all sources. 

We also have to take into account here that we have been more or 
less artificially taking a section of what is really a flow of economic 
activity. Obviously activities go on in this country each year. They 
do not start in January and stop again at the end of December, and 
the flow of goods and services is a continuous process as well. 

So when we are looking at the current year, we have to also take 
into account what happened in the year before and what is likely to 
be happening in the year that follows and if we are concerned—which 
we are in countries where the maintenance of the defense activity is of 
importance to us—if we are concerned with what is going to happen, 
then we have to take this into account in programing our aid. 

We can deal in terms of the particular cross section that we are 
talking about, only with goods which will arrive. 
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I spoke of taking Public Law 480 into account. One might think 
if we have a Public Law 480 agreement which says 500,000 tons of 
wheat are coming into the country, that you can reduce the current 
year’s needs by 500,000 tons of wheat. 

You can if that wheat is actually going to arrive in the country 
during that period. If it is not, then you can only count that part 
which will arrive as a decrease against the current year’s needs. 

In the same way we have to worry about the fact that we may have 
a pipeline of aid from mutual security programs in the past. 

People say, ‘‘Why do you need more money when you have so 
much in the pipeline?” 

Well, obviously, you don’t, to the extent that the deliveries from 
that pipeline will in fact take place during the period of time that you 
have these requirements. Whether they are going to take place or 
not will depend on decisions which have been made in the past. 
Primarily it depends on the question of when the order for goods was 
placed and secondarily it depends on what kind of goods they were. 

If you have ordered wheat, this moves pretty rapidly. If you 
have ordered railway locomotives they sometimes take 2 or 3 years to 
be constructed and you have to take that into account. 

In the same way you have to take into account the fact that there 
is a gap, a necessary gap between the time money is appropriated and 
goods are delivered. There’is a very complicated procedure through 
which we go, as you know, after funds are appropriated and programs 
have been approved. You have to negotiate with the country to see 
whether you are going to have agreement on a particular program or 
not. 

When you have gotten that agreement and you get to the point of 
delivering goods you have to have invitations to bid, you have to 
have an opportunity for American business to offer on the invitation 
and finally a contract has to be negotiated and lastly the goods have to 
be delivered. This means that you may have a period 9 months or 
several more months than that after money is appropriated before 
goods arrive. This you have to take into account in determining 
whether the needs of the country in a particular period are or are not 
going to be met by deliveries. 

All of this recitation I have tried to give of comparing what a 
country requires, what it has, what it can afford and what is its 
deficiency, gives us an estimate of what deficiency in resources would 
be needed to be met by aid if a particular activity pattern that the 
country has in mind actually meets our requirements and is in our 
interest. 

Now, it may or may not be. It would be almost amazing, I 
would think, if any country came in and said, “This is the pattern of 
activity we have in mind,” and have that one come out to be precisely 
that which we would choose if we were in charge of that country. 
This almost never would happen. 

We have to look at this problem not solely in terms of whether in our 
view the things a country plans to do are economically good or bad, 
or how good or how bad. We have to consider whether we can 
influence it, either by holding back aid or giving aid or by channeling 
the aid in a particular way, limiting its use for particular purposes for 
example. 
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We have to decide whether the country is going to take some action 
which we don’t think is wise or necessary, that is so bad that it out- 
weighs the advantage to us of the total actions that they would take. 

We also have to look at the activity to see whether there is some- 
thing we want done that a country doesn’t propose to do. It either 
doesn’t give high-enough priority to it or it doesn’t think it is as 
important a claim on its resources as we do. 

Now, the process of reaching judgments here is one of more or less 
pragmatic nature. While the economic analysis is one big factor, 
obviously we want to make this aid serve national objectives if we 
can. That is what it is for. We have to decide whether, within the 
limitations of our capacity to influence the country’s use of resources, 
we want on the whole to go ahead with the program they have, or 
whether we want a larger program which would require more assist- 
ance to finance. We would have to decide whether it is worth it 
to us. 

Also, as Mr. Obly indicated in his statements about defense support, 
there are cases where we may think—I use “‘we” here in the sense of 
the executive branch—we may think the obtaining of certain military 
facilities in a country will require giving more aid than we would be 
likely to give if we relied on a simple economic analysis approach. 
This abviously is a question of judgment. 

In the same way you may have a tovernment whose capacity 
politically to carry out certain defense tasks, would be increased or 
strengthened by giving them a little more aid than you would give 
on a straight, economic balance of payments analysis. 

Thus, there are in each case of defense support a combination of 
economic and political judgments which have to be arrived at before 
you come out with a tentative aid level. 

Now, the tentative aid level I call tentative because obviously 
your requirements for any particular country have to be measured 
up against what the requirements of all the countries are and whether 
this total amount is an amount which the executive branch thinks 
justified to present to Congress. Obviously, again the Congress 
may come out with a different judgment as to the total amount which 
is justified. 

If the total amount seems too much, then we have to go back and 
decide which of our objectives are of the greatest priority, and which 
ones we can defer, or abandon. 

Now, I just want to make one more point and that is that in dealing 
with defense support aid levels we have deliberately excluded any 
requirements for growth, other than that which is required to main- 
tain political stability. We have done this because that is what the 
Development Loan Fund is for, and defense support has by definition 
been limited to the lesser objective. 

Obviously, if we were going to program for achieving viability, we 
would have to have a much larger figure than the ones we propose. 

That attempts, gentlemen, to state as succinctly as I can, the rather 
complex and unmathematical process that we go through. 

Acting Chairman Morean. Thank you, Mr. Bell. 

Mr. Vorys, any questions? 

Mr. Vorys. No, I haven’t, for this reason: I am afraid I am too 
practical minded. This is all hypothetical. There isn’t a hypothetical 
country in the world. I think we knew in advance you were going to 
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approve programs that were re ‘asonable, justified, that make sense, 
that are rational, and that you weren’t going to approve unre: asonable, 
unjustified, nonsense programs that were irr rational. 

When I studied law we studied by the casebook system. We would 
take a case. 

[ had hoped that you might give us an example of how you build a 
program so that we could estimate and test your pragmatic judgment. 
As to attempting to ask hypothetical questions about country X, I 
am not interested. 

No questions. 

Acting Chairman Moraan. Mr. Zablocki. 

Mr. Zastockt. I was interested, Mr. Bell, in your outline of how 
you proceed in developing a program. You do take into consideration 
the taxation system of a country. 

To what extent do we enter into trying to influence a particular 
country to improve its taxation program before we consider a program 
in & given country? 

Mr. Brix. Well, if we felt the taxation pattern were inadequate 
we would certainly talk with the minister of finance in that country 
about the problem and attempt to persuade him to a more rational 
pattern of taxation. The degree to which we can do that obviously 
will vary with our persuasiveness in a particular country and it will 
vary with the particular problems which that finance minister has. 

[Security deletion.] 

Mr. Beti. We do have such conversations. Obviously the extent 
to which we can have them will depend upon the degree to which 
we are involved in the country’s economy. If you are involved in a 
small way you will have little influence. If you are involved in a 
big way you will have considerable. 

‘Mr. Zasiockt. How do you deal with the lack of efficient admin- 
istration, or possible misuse of funds in a given country? For ex- 
ample, in developing a program for Laos, what steps do you think 
could be taken to (1) improve the situation, or (2) what steps we 
should have taken to have prevented the situation which has developed > 
in that country. 

Mr. Betz. [ am afraid I don’t know the situation in Laos. 

Mr. Ounty. Mr. Bell is in charge of the Near East and south Asian 
area. In the case of Laos, as far as I know, I am not sure what steps 
could have been taken, given the particular situation in that country 
over the last 2 years, ‘where you have had the trouble up in the 2 
northern provinces. 

We are, as you know, at the moment and have been trying to negoti- 
ate with the Laotian Government to solve one of the problems that is 
central to the ability to divert funds and engage in some of the other 
practices that you are worried about, namely , the comple ‘tely unrealistic 
valuation of the kip in relation to the dollar. There have been nego- 
tiations going on {security deletion). 

The regotiator for the Laotian Government who was here has re- 
turned to Laos. We are continuing to pursue the matter, but it is 
difficult and complicated [security deletion]. There is so far that we 
think we can go and only so far. Those are some of the elements in 
the thing and I wish again, not being an expert in the country, that 


you would pursue that with Dr. Moyer and Mr. Robertson this 


afternoon. 
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Now, I would like to add just one thing, that one of the important 
elements in the program and an increasingly important element in 
our program is an effort through our technical cooperation activities 
- help these countries in the field of public administration to provide 

ople who can help them to develop and set up a sensible tax system, 
abi develop a foreign exchange budget or an internal budget, things in 
which they have absolutely no experience in most cases. 

Perhaps 10 percent of our total funds will go into the field of public 
administration in the year ahead. ‘That is in addition to the fact that 
in certain countries where we have very, very large programs, and 
certain types of relationships we can, as Mr. Bell suggests, actually 
influence the substantive actions taken by the government in relation 
to some of these subjects, but I would add also that this is not always 
an easy matter. When you get into the field of what taxes to levy, 
what kind of budget and taxes to have, you get into the field of another 
government, and you have to tread fairly carefully if you don’t want to 
be saddled with the responsibility for what goes wrong in the country. 
A lot depends on your personal relationships and you have to move 
carefully. I couldn’t agree with you more than to emphasize what 
we do in that field. 

We have to deal with people who have different standards of ethics, 
different ways culturally and every way, of going about doing things. 
That is something you can’t change overnight and that is part of the 
central problem that we have in Laos. 

Mr. Merrow. Mr. Bell, as I understand it, the countries present 
their requests to our people in the field. Is that correct? 

Mr. Be.tut. They may present them in the field or in Washington, 
initially. 

Mr. Merrow. Do you have a figure that gives the overall requests 
that are made in the first instance, in terms of dollars? 

Mr. Betu. I don’t think so. Your request will vary in its nature. 
Turkey, say, which has been getting aid for 10 years, would probably 
say we assume we are going to negotiate out the aid in the future. 

Mr. Merrow. Among all these requests, the ICA certainly doesn’t 
give the full amount of the various requests. I don’t know whether 
it is possible to get the figures or not, but I believe your estimates 
have to go over to the Bureau of the Budget. Is that right? 

Mr. Bell. Yes, sir. Would you like me to go through the procedure? 

Mr. Merrow. No, what I am trying to get at is, they go over to the 
Bureau of the Budget and then the Bureau of the Budget makes more 
cuts; is that right? 

Mr. Bex. Yes. 

Mr. Merrow. After they have agreed on it, it comes up here. 

What I would like to get—the needs are many—I would like to 
know, if it is possible to find out, just how much the requests are in 
round numbers, whether it is $10 billion, and when it gets through the 
ICA what it is, and when it gets through the Bureau of the Budget 
what it is. I don’t know whether those figures are available or not 
but it has been cut 2 or 3 times before it reaches the Congress, and then 
the Congress proceeds to cut it more. 

I think it would be helpful if we could have a story along that line 
because certainly it has been subjected to the judgment of many 
people even before it is put in the budget. Is that possible or is that 
something we can’t publicize? Are those figures available? 
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Mr. Outy. I think this is your problem—Mr. Merrow and Mr. 
Bell have touched on it. Where you are talking about the requests 
of countries covering fiscal year 1959, most of them have not as of 
this stage been translated into specific monetary terms. For example, 
the Government of Korea has requested us to continue to help them 
in the maintenance of their military forces. That has not been trans- 
lated insofar as fiscal year 1959 is concerned by the Korean Govern- 
ment, I believe, in terms of a request for [security deletion] million, 
or whatever the other figure is, but our mission, based on its discus- 
sions with the Korean Government as to its resources and requirements 
during fiscal year 1959, has come up with a judgment as to the amount 
which will be needed to carry out those objectives to meet the general 
request of the Korean Government during that period. 

Now, later on, after money has been appropriated by the Congress 
and we sit down and work out with the ieee Government its pro- 
gram, we will be faced as we usually are, with a judgment on their 
part that we need X amount of dollars in order to actually carry out 
this thing but we don’t have—as to every country at least—a specific 
monetary request when this program is developed. 

Mr. Merrow. I can understand that but that leads me to ask this 
question: Is the judgment of our mission sustained or is it the general 
rule that the judgment of the mission is also cut in Washington? 

Mr. Onty. There are a series of cuts or additions—because there 
are additions—which will occur. 

The first will be by the regional program office, of which Mr. Bell 
is a representative in the case of the Near East, together with all the 
various technical people in our agency and in the Department of 
State who work with us. 

When he gets up his recommendations to Mr. Smith and Mr. Dillon, 
based on what came in from the field, his judgments may be lower or 
higher by country than those that have come in, and they are usually 
in the aggregate significantly lower. 

[Security deletion.] 

Mr. Merrow. That is the point I am trying to make, and I would 
like to know whether it is possible to get some overall figures on those 
cuts. 

We have experts in the field, we have experts here in Washington 
operating on it. Then, it has received two or three—I don’t know 
how many cuts before it gets here. And I don’t see how a layman 
like myself just listening to the testimony in respect to these matters, 
can say, “Well, that is all wrong, we need to cut it a billion dollars 
more.”’ Or whatever the figure is that we want to cut it. 

Now, I think it would be useful if we could find out how much has 
already been cut before it gets up here. 

Mr. Onty. Let me, Mr. Merrow, explore whether it is practical 
and possible to give you figures of that kind in a useful form, for your 
use. 

Mr. Merrow. Thank you so much. 

Mr. CarNawan (presiding). Mr. Selden. 

Mr. Se.pen. I wanted to ask you a question in connection with 
special assistance funds that are being sent to a specific country. 

Could you give us a breakdown on the proposed funds to be spent 
in Yugoslavia? 
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Mr. Outy. Yes, sir; I can—at least up to a certain point. It would 
be about {security deletion] that will be used for equipment to help in 
carrying out the technical cooperation program in that country. 

It will be about [security deletion] which will be used in the field of 
agricultural production, for insecticides, for seed and fertilizer. 

There will be approximately [security deletion] in the field of indus- 
trial equipment, and particularly of certain bottlenecks in equip- 
ment—rubber and asbestos processing machinery, certain railway 
equipment, certain roadbuilding equipment. 

And then finally—I might refer you in the book to page 91 of the 
European book. We have accounted for about all but [security 
deletion]. 

There is [security deletion] to cover the cost—on this, I don’t know 
the details—the foreign exchange requirements of use of certain 
United States patents and licenses and processes in Yugoslavia. I 
don’t know the details on that. 

Mr. Setpren. We are sending no military aid to them under the 
new program; is that correct? 

Mr. Onty. That is correct, sir. 

Mr. Setpen. What are they doing for spare parts for the military 
equipment we have already sent? In what program are we supplying 
them with spare parts to keep that machinery in operation? 

Mr: Outy. We are not supplying them at the moment any spare 
parts, but when we deliver military equipment, it usually has with 
it a year’s use of spares to keep it operative, together, usually, with 
a certain minimum level—and I am not sure this has been true in 
Yugoslavia—of war reserve at war usage rates in the event of war, 
which adds an additional amount. 

Beyond that, their only possibility now of obtaining spare parts 
for this equipment would be through procurement under the military 
procurement program which we have, and I do not know whether 
they have approached us for purposes of procuring any equipment or 
not. 

I understand that is currently being discussed in Belgrade. 

Mr. Farssrein. They can buy spare parts for cash, can’t they? 

Mr. Onty. Only if we agree to it. I mean as a practical matter, 
spare parts for large proportions of all military equipment, it isn’t 
practical to obtain it except through the channels of our own military 
department. If it is trucks, common-use items, yes, but aircraft and 
things like that, it is pretty difficult to do. 

Mr. SeupEn. Are we negotiating with them to sell them spare parts? 

Mr. Outy. There has just been discussion with them as to the possi- 
bility of an arrangement under which they might procure the material 
through the United States Government; not a discussion of the re- 
sumption of the grant aid program, as such. 

Mr. Setpen. In other words, the discussion at the present time is 
on the basis of purchasing spare parts. Is that correct? 

Mr. Outy. I think you “better press this question with the European 
representative when he comes up here later this week, because I don’t 
think it is very satisfactory for you and me to guess on the subject. 

Mr. Setpen. Thank you. 

Mr. Carnanan (presiding). Mrs. Bolton 

Mrs. Bouton. I have no questions. 

Mr. CarnauaNn (presiding), Mrs. Kelly——— 
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Mrs. Keiiy. To pursue this question on Yugoslavia, I have the 
breakdown here of present deliveries under the military. Will you 
tell me if those past deliveries are being delivered at this moment? 
The materiel authorized under previous authorization and appropria- 
tions. 

In the book here, we have deliveries through June 30, 1957, at 
[security deletion]. 

Deliveries estimated, fiscal year 1958, is [security deletion]. 

Unit of deliveries will have been then [security deletion]. 

Therefore, undelivered estimates—and I request this through 
1958—is almost [security deletion]. 

Could, by any chance, the spare parts which Mr. Selden is talking 
about, be delivered under that one? 





STATEMENT OF ROBERT G. BARNES, SPECIAL ASSISTANT FOR 
MUTUAL SECURITY COORDINATION, DEPARTMENT OF STATE 


Mr. Barnes. May I answer that, Mrs. Kelly. As of the time this 
program was terminated, all deliveries from past programs were also 
terminated. Shipments that were actually en route, that had cleared 
the port, so to speak, were completed, but anything represented in the 
pipeline which had not actually been shipped, was suspended. 

Mrs. Ketriy. The remainder is for 1957. 


STATEMENT OF JOHN MURPHY, CONTROLLER, ICA 


Mr. Murpny. Plus some portion of the [security deletion] estimate 
this year, which may not actually be delivered. 

Mrs. Ketiy. Then the amount is more than [security deletion]. 
Can that be now transferred to any other program? 

Mr. Barnes. The equipment on order could be used for other 
programed requirements to the same extent that the same items of 
equipment were in other programs. 

It does not involve a transfer under the 10 percent transfer provision 
of section 501. This would not require an actual transfer because it 
would be using the equipment funded within military assistance for 
the carrying out of military assistance requirements. 

Mrs. Ketiy. This amount would be included in undelivered goods 
for the whole program? 

Mr. Barnes. Yes, Mrs. Kelly. 

Mrs. Keuty. If this was not deleted, could the materiel by chance 
be sent there at a later date? Could we resume this unless it was 
deleted from the program? 

Mr. Barnes. There is nothing in the legislation at the present 
time, Mrs. Kelly, which would prevent our resuming this program at 
a later date. 

Mr. Seipen. With these funds? 

Mr. Onty. With these funds or other funds. 

Mr. Setpen. Unless something is done about this money, it can 
still go to Yugoslavia, if we resume the program with them? 

Mr. Barnes. That is right. 

Mrs. Ketuy. But as I anticipate your answer, Mr. Ohly, you could 
transfer a certain amount from other programs to Yugoslavia, if you 
so desired? 

Mr. Onty. That is legally possible; yes. 
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Mr. Setpen. Will you yield? 

Mrs. Ketuty. Yes. 

Mr. Sexpen. Is this [security deletion] taken into account in draw- 
ing up this present budget, or could that amount be deducted? 

r. Onty. I can say that I beliere it has been, but I am responsible 
only on the economic side of this program, so I can’t answer that. 

Mrs. Keuuy. I requested the other day how the counterpart was 
spent in Austria, from April 1957 to date. I would like this on the 
counterpart in Yugoslavia and Egypt. Is that your department, 
Mr. Ohly? 

Mr. Ounty. We will see that that information is supplied. 

Mrs. Ketty. Will you please send the breakdown on those three 
countries. It was said that I could get the breakdown of the pro- 
grams planned under the counterpart, is that correct? 

Mr. Onty. Yes; it is. 

Mrs. Keuuy. Those are the three countries about which I would 
like to know. 

(The information is as follows (see also p. 576 for the information 
relative to the status of local currency funds in Yugoslavia) :) 

ICA program operations in Egypt have been suspended for many months. 
The current status of the local currency aspects of past programs is as follows: 

The fiscal year 1955 development assistance program gave rise to a small 
amount of counterpart and to a larger amount of proceeds from the sale of surplus 
agricultural commodities under section 402 of the Mutual Security Act. In addi- 
tion, during fiscal year 1956 sales of commodities under title I Public Law 480 
resulted in availabilities of local currency for United States uses and for loans to 
the Egyptian Government for economic development. 

As of June 30, 1957, these accounts showed potential generation from United 


States dollar program: 


Thousands of 
dollar equivalent 


Dees ees pemenmmnn es. Fo. ne a ec euue wed 5, 247 
alee a Sask whe oil es we ESE eee SHS ow GELS te .. 2,105 
Public Law 480 proceeds for administration by MSP agencies-------_-_- 13, 600 


The following deposits had taken place: 
Thousands of 
dollar equivalent 
MSP United States-owned_-_--_-------- Bd Chinen bail Slehd imceniatatlontthild 5, 228 


es ee eRe een eae. baielh eile down bee < <p behares .. None 
Public Law 480 (administered by MSP) 


i Of counterpart due, none has been deposited by the Egyptian Government to 
ate. 

As of June 30, 1957, only one account, MSP United States-owned local cur- 
rencies, showed any expenditures. Prior to the suspension of ICA program 
operations in Egypt, slightly more than one-half of the United States-owned 
local currency generated by section 402 sales. The local currency equivalent of 
$2,751,000 wes released on a grant basis for transportation projects in Egypt, 
principally highway construction for the Cairo-Alexandria road. All of the MSP- 
generated local-currency funds were earmarked for economic-development pur- 
poses, in support of the same dollar highway project under the fiscal year 1955 
development assistance program. There have been no further releases. 

There is at the present time no plan to utilize other local currency generated 
under United States dollar programs. The $2.5 million balance of the section 
402 local currency, all of the $2.1 million Egyptian counterpart due, to be de- 
posited, and all of the $13 million title I, Public Law 480, proceeds remain subject 
to policy decision with respect to future activities in Egypt. 


Mrs. Kextiy. What relationship have you with the World Bank, 
if any? 

Mr. Onty. No legal relationship, but any program we develop takes 
into account the activities of the World Bank in the country. We 
have close staff relationships with the bank. 
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We have available to us the analyses they make of these countries 
and before any project is undertaken by us, we always make a check 
with the World Bank to see whether the World Bank would be 
prepared to finance it. 

Mrs. Kevity. Does the World Bank go in alone without any 
approval of yours to meet the possible needs of a country and then 
comes to you for approval; or do you direct them to go into any 
country? 

Mr. Outy. No, the country approaches the World Bank separately. 
That is an international institution. 

We have a United States executive director who is usually a Treas- 
ury Department official, who works with the Bank, and we work 
closely with them, but they are independent of us completely. 

Mrs. Keuuy. Once they have made a determination to do something 
in a country, do you take into account the possibility of the country 
being able to meet the interest and so forth, and does it appear in 
the mutual security bill? 

Mr. Onty. We have to take into account two things: 

(1) The extent to which the country can get, or is getting 
capital from the World Bank; and 

(2) The effect that that borrowing has on the debt servicing 
capacity of the country. What sort of a current drain it may 
have in terms of interest payments. 

There are some countries where the countries are so completely 
loaned up to where their debt servicing capacity is completely ex- 
hausted or where they think it is, where we know that the Bank is 
simply not willing to extend any ‘further credit. 

Mrs. Keniy. If the Bank determines to go into it, or has, does 
there appear anywhere in this mutual security bill where we are 
giving X number of dollars—or aid to the country to meet the require- 
ments of the loan in that World Bank agreement? 

Mr. Onty. No, that wouldn’t appear in that. 

Mrs. Kretity. Now, I will get down to what I was really after. 

The World Bank was negotiating to rebuild the piers in Ethiopia. 
They refused on account of Haile Selassie’s attitude. I wondered if 
we had any part in that. 

Mr. Onty. I will ask Mr. Van Dyke when he is up here discussing 
the African program to go into that, if we have any information on 
it. 

Mrs. Ketuy. Then, if I may discuss section 402 of the Mutual 
Security Act. On page 103—I think that was the page—where do the 
accrued funds appear under the sale of 402 of the Mutual Security Act? 

| couldn’t find them in the chart. Does that just come under United 
States-owned funds—MSP funds, is that 402? 

I notice in the discussion of that section that last year you 
spent 14 percent higher than the legal requirement. 

Mr. Murpny. The floor in the act was $175 million, and I believe 
in this year our total program is $189 million, so it is $14 million more 
than we would be required to do under the act. 

Mrs. Ketiy. Than required to, or permitted to do? 

Mr. Murpuy. The $175 million under the act is available only for 
surplus agricultural commodities, and if we don’t use it for that, we 
can’t use it at all. 

Mrs. Kextuy. So you went beyond your rights? 
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Mr. Mourpny. Yes, and it is about the third successive year that 
we have been able to do better than the law requires. 

Mr. Jupp. That is what we wanted you to do. The more the 
merrier. 

Mrs. Ketuy. I wanted to see if they had to take it from other funds. 

Mr. Jupp. They could use the funds to repay CCC, by $14 million 
more; is that right, Mr. Mureny? 

Mr. Murpuy. That is correct. 

Mrs. Ke.tuy. Then, the repayment from 402 goes to CCC 
not? 

Mr. Murpuy. That is correct. The actual dollars checked out of 
the Treasury are paid to CCC for their stocks. 

Mrs. Ketiy. What I am trying to find out, under the accrued 
funds which are jointly owned or which are controlled by the United 
States and the country involved, section 402 funds do not appear 
as such, do they? 

Mr. Murpuy. They are in the United States-owned currencies. 
They are owned unilaterally by the United States Government. 
They are sales proceeds, unlike counterpart, which is owned by the 
other country. 

Mrs. Ketuy. I want to ascertain one thing. We lose control of 
those funds in this committee—I am trying to follow up Mrs. Church’s 
question. Public Law 480, is United States controlled, alone? 

Mr. Murpny. That is correct. Sales proceeds under Public Law 
480 are United States owned. 

Mrs. Ketiy. But under MSA 402 these funds are jointly owned 
with the country. 

Mr. Murpuy. Under section 402 of the Mutual Security Act sur- 
plus agricultural commodities produce proceeds which are also 
unilaterally owned. 

Mrs. Ketiy. Then you have three accounts in every country? 

Mr. Murpuy. Well, in some countries. 

Mrs. Ketuy. Well, I mean you could have. 

Mr. Murruy. You could have three : accounts, thatisright. Public 
Law 480, section 402, and counterpart. 

Mrs. Keitty. How many countries are involved in the triangular 
sales? As I recall, it is Austria, England, France. 

Who approves of the triangular sales? 

Mr. Outy. That is approved jointly by the Department of State 
and ICA. The advice of the Department of Agriculture might be 
needed in certain cases, but I think generally it is those two agencies. 

Mrs. Ketty. How much has been involved in those triangular 
sales? 

Mr. Murpeuy. This year, $42.5 million. The sales are to Austria, 
France, United Kingdom, and Italy. 

Mrs. Ketiy. And there the dollar came from the Far East; is that 
right? Cambodia, Laos. 

Mr. Murpuy. The United States owned local currency that will 
result will be used for programs in other countries, some of them defi- 
nitely in the Far Kast. 

I don’t have the details right here. I can probably find them. 
And when we buy those surpluses in the first instance from the CCC, 
we use the dollar funds of the ultimate benefiting country to pay 


the CCC. 
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Mrs. Kextty. That is what I wanted to know. The ultimate 
benefiting country. 

Mr. Murpny. If Cambodia were to benefit from Italian lira, re- 
sulting from a sale of surpluses to Italy, Cambodia would have been 
charged with the agricultural surpluses sold to Italy in the first 
instance. And then the lira we get would be used for exports into 
Cambodia, and that is the way Cambodia’s aid program is carried out. 

Mrs. Ketiy. You really have to get approval of the three countries 
involved in doing it. 

Mr. Murpnuy. That is right. That is what makes the triangle. 

Mrs. Ketuy. I am glad you did, because last year you tried to use 
the funds of Germany to be used in Poland. 

Mr. Murpuy. I am not aware of that. 

But it is to be noted that if we didn’t expect these triangular sales 
we couldn’t possibly have reached $175 million. We would have fallen 
short by about $30 million. That is the only way we can get up there. 

Mr. Jupp. It is one of the very best things in the whole program, 
because everybody along the line profits. The Germans get some 
commodities they need from us and Cambodia gets from Germany 
certain machinery or something else that is needed in Cambodia, and 
so everybody along the line benefits. 

The CCC also benefits because it gets money from the appro- 
priation we make for Cambodia. 

Mrs. Ketty. When we come down to it, can it be said, and is it 
true, that these programs could really be divided into military and 
economic? 

Our defense of them on the floor might resolve into contingency 
fund, special assistance and technical, but wouldn’t it eliminate an 
awful lot of crossfiling, crosschecking in all of these books, if every- 
thing that was economic could be listed in one place and everything 
military in objective in another? 

Mr. Onty. I[ think we do actually list it that way. 

Mrs. Ketity. This money Mr. Zablocki referred to, the exact 
amount involved in one country under separate funds, what country 
was he involved in? 

Mr. Jupp. Laos? 

[Security deletion. ] 

Mr. Ounty. The trouble is, in 1958, the contingency fund and special 
songseng e were one fund and therefore in all places you have to show 

t, if you are going to have a complete story, opposite each of these 
‘aie: so that you ‘don’t have to refer back and forth when you are 
looking at these things. 

Mrs. Keuty. Is one like ly to be omitted next year? 

Mr. Ounty. You won’t have to show the comparison, but this year 
we have to show the shifts. 

Mrs. Ketiy. Next year, we will have the funds under contingency 
and special assistance? 

Mr. Onty. I think that is right. 

One difficulty, of course, is that you have all wanted to know each 
year how the contingency funds are used and where the contingency 
fund is used to supplement defense support you want to know that; 
where it is used to supplement special assistance, you want to know 
that. And somehow we have to find a mechanical way of relating 
these things so you can see these relationships. 
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Now, here the problem was that we had hoped to have a definite 
program [security deletion] but in addition to that we believe that it 
was quite likely that we would have this additional program so we 
couldn’t show them together, we have to show them separately, 

Mrs. Kexiiy. You were going to explain [security deletion]. 

Mr. Outy. Yes, and we said that was completely out because of 
the developments that had occurred, but at the time we went to 
press we thought there might be a program of that additional amount. 

Mrs. Ketiy. And this could be cut? 

Mr. Ounty. That particular thing has been cut out. 

Mr. CarnaHAN (presiding). Mrs. Kelly, your long 5 minutes has 
expired. 

[Security deletion.] 

Mr. Jupp. You hoped it might come. And then Mr. Bell said that 
the process always begins with a request from a countr y. Well, often- 
times don’t you stimulate a request from a country? 

[Security deletion.] 

Mr. Jupp. What I really think would be most useful to the com- 
mittee, Mr. Chairman, would be the kind of thing that you and I and 
Mr. Merrow and Mr. Zablocki saw in Pakistan and India in 1953. 

We were there when they were working out some of these programs. 
I forget the name of your FOA man at that time. 

Mr. Betu. Mr. Will in Pakistan. 

Mr. Jupp. There was a project on harbor development and one on 
the railroads. 

We could see it being developed, not in terms of a hypothetical 
country, but a definite project in a definite country. I remember one 
day when we were flying in a plane, we went over those projects. It 
was tremendously helpful. As I recall, these were all technical assist- 
ance programs he was w orking on. I am not sure. 

Nevertheless, the process is essentially the same whether it is tech- 
nical assistance or defense support; isn’t that right? 

Mr. Bet. Yes. 

This is an example. This is the submission from the mission on 
Pakistan. This is what came into us to review, as a program. It 
goes into tremendous detail, telling exactly what is to be done, how 
many people, what they will procure, et cetera. 

If you try to say in 15 minutes what you do precisely in 63 coun- 
tries——— 

Mr. Jupp. I don’t think that is what the committee wanted. They 
wanted to know what you do in one country and I think that was Mr. 
Vorys’ criticism. He would like to see how this was presented and 
that was presented. He would then like to see how you evaluated 
this and kept it at its original figure, or cut it down 50 percent, and 
why. 

If you have a country that has 4 or 5 projects and you can show 
how you evaluated those projects and developed them, I think that 
would do more good to sell the committee on this process—which I 
myself have confidence in—but which perhaps most of the members 
of the committee have yet to be sold on. 

Mr. Brett. You may be quite correct, and certainly you should 
know. The difficulty is, if you take any one example, you have a 
tendency to give the impression that this is the way it is in every 
country, and it is not. 
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Mr. Jupp. No, I don’t think most of these members are so unso- 
phisticated as to come to such a conclusion. They realize that each 
country is different and they want to see firsthand the process by 
whid -h your final decision is arrived at in that country. 

They will probably criticize something you did in that country. 
In your own shop, probably no two of you agree exactly on the deci- 
sion that was made. We see that every day in our voting in the 
House. 

Mr. Carnanan. That is classified material. 

Mr. Jupp. It couldn’t be put in the record, but I think it would be 
helpful if it could be. That is up to you men to decide. 

Mr. Farssrern. Will the gentleman yield? 

Mr. Jupp. Yes. 

Mr. Farsstern. Why couldn’t it be put in the record under a 
hypothetical name? 

If you will remember, I asked a few of the witnesses. I asked Mr. 
Dillon and I don’t know whether I asked Mr. Ohly, to take us through 
a typical request by a country for funds. What do we do, who do 
we go to, who makes terms? 

As a matter of fact, he says “We.” 

Who is “‘we’’? I don’t know who “we” is. Who is the man who 
determines (a) it shall be granted, (6) it shall not be granted? 

Who says only 50 percent should be given? Who says, “We don’t 
think this is a proper project for a particular country’’? 

It is all nebulous. ‘We’ doesn’t mean anything to me, frankly. 
There is no doubt in my mind that qualified people are handling this, 
but I would like to know who they are. 

It seems to me if we went through a typical request for funds for a 
grant or for technical aid, using X, Y, or Z, for the name of the coun- 
try and went through the whole show for the record, without taking 
an hour here to explain it, so if we wanted to read it we could read it, 
I think it would be very salutary. 

That, incidentally, is the only question I wanted to ask. 

Mr. Ouny. Let me just say we will see whether we can do some- 
thing of that kind. I understand your problem, but in the interim 
I would like to call your attention to the fact that last year when I 
testified here, I spent about three-quarters of an hour, I believe—and 
the testimony is included here—indicating the procedures we go 
through from the time we sent out a budget call until the time that a 
figure is included in a book that comes before you as part of our 
budget request. 

Mr. Farssremn. And then you say “we.’”’ Who is the “we’ 

Mr. Outy. In this case, it is the executive branch, and within that 
“we” this description indicates who the ‘‘we’’ are. 

Mr. Barnes. Mr. Farbstein, could I also make another point on 
this, sir: we try to bring before you in the course of these hearings 
the primary people who are embodied in this “we,” so that you will 
see them, and I think that is one of the purposes of bringing up the 
various witnesses as we have. 

Mr. Farssrern. Then, let me pursue it a bit further. A country 
makes a request for a grant. Now, within that country we have an 
embassy. Is the embassy consulted on those things? ‘There are 
various economic people within the embassy. Are they consulted? 


9) 
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There are people within the embassy who are supposed to be quali- 
fied to pass upon various phases of the individual government. Are 
they consulted? 

Now, there is a country team. There is an embassy. There is 
the military, and I don’t know whoever the third is. 

Mr. Outy. The ICA. 

Mr. Farsstein. Do they consult? 

Now, after they have consulted, what happens to that request? 
Do they determine whether or not the sum requested is to be reduced, 
ornot? Do they determine whether or not in their opinion the project 
that is requested is a valid one? 

When their determination is arrived at, who then gets it? Who 
reviews that? And is the type of project and the amount of money 
that is requested, is that reviewed by anybody? Who is the one who 
reviews that? 

Then, there are these other phases of it in connection with political 
questions, military questions, economic questions, and so on. 

Now, does that testimony that you have alluded to include the 
answers to those points that I have just raised? 

Mr. Outy. It covers a good many of them. I would not say com- 
pletely. For example, it carries this paragraph: Once the mission 
recommendation comes to Washington, in the State Department the 
documents go to the economic area, to the regional office concerned 
with the particular geographic area that is involved, and to the country 
desk in that geographic area. 

In ICA, they go to the Technical Services Division, the Industry 
Division, the Labor Division, the Health Division, the Education 
Division, to all the elements on the management side of JCA, the 
personnel people, and the Controller’s Office. 

They also go to the Treasury Department, the Defense Depart- 
ment, and Bureau of the Budget, and all the other organizations that 
are in a possible position to make a contribution to the final budget 
document. 

In any particular country it is the job of the ICA regional office 
concerned—that is, for example, the regional office for the Near East 
in the case of, say, Lebanon—that would be Mr. Bell—to pull together 
the comments and recommendations concerning the country from all 
these different organizations that I have mentioned, as well as its 
examining the documents as the organization primarily responsible 
in Washington for processing the thing, and of coming up with reco-- 
mendations to the Director of ICA and to the other people at the 
Cabinet level as to what should be done in that particular country. 

Mr. Farpstern. That is in the nature of a review, is it not? 

Mr. Outy. That is right, sir. 

Mr. Farsstrern. Does that also contain the original persons or 
bodies who passed upon the request in the first instance? 

Mr. Outy. It does not in the same amount of detail. It indicates 
that the mission, the Embassy, and the MAAG, all play a part; it 
indicates the kind of inquiries that are made in developing the pro- 
gram, but it does not deal with the matter procedurally in the same 
fashion that I suggest, indicated in the case of Washington agencies. 

In that sense, it is not a complete, rounded document and I men- 
tioned it simply because I believed it would give you some indication 
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in the interim—it is at pages 38 through about 85, in part I of the 
hearings before this committee on the Mutual Security Act of 1957. 

Mr. Farsstern. Thank you. 

Mr. CarNAHAN (presiding) Mr. Fulton. 

Mr. Futon. I have no questions, but I do want to compliment the 
team on its good presentation. It has been very worthwhile this 
morning. 

Mr. Carnauan. The committee will stand adjourned until 
2:30 p. m. 

(Whereupon, at 1:05 p. m., the committee adjourned, to reconvene 
at 2:30 p. m., the same day.) 


AFTERNOON SESSION 


The committee reconvened in executive session at 2:30 p. m., Hon. 
Thomas E. Morgan (acting chairman) presiding. 

Acting Chairman More@an. The committee will come to order. 

We have a continuation of hearings on the Mutual Security Act of 
1958, making authorizations for the fiscal year 1959. Our witness 
today is Hon. Walter 5S, Robertson, Assistant Secretary of State for 
Far Eastern Affairs, 


STATEMENT OF WALTER S. ROBERTSON, ASSISTANT SECRETARY 
OF STATE FOR FAR EASTERN AFFAIRS 


Mr. Ropertson. Mr. Chairman and members of the committee, 
lL am glad to have the opportunity to appear once again before this 
committee in support of the mutual security program. This com- 
mittee has the reputation of being one of the best informed com- 
mittees of Congress on conditions in the Far East and the problems of 
the Far East. 

You are acutely aware of the importance to our own security and 
that of the free world of the continued freedom and independence of 
the non-Communist countries of Asia. 

In my judgment, the mutual security program, with whatever 
defects it may have, is a bulwark of that freedom and is vital to our 
own safety. 

Now, Mr. Chairman, with your permission I am going to do what I 
have never done in the 5 years that I have appe ared before this 
committee. 

For the first time in appearing before this committee, I will ask 
your perinission to read a witness statement. Heretofore | have sum- 
marized my statement and spoken informally from scribbled notes to 
save your time, and perhaps eliminate some of the things which you 
probably know quite well already. Due to circumstances beyond my 

control, however, | have been away from the office for an extended 
astiel, | returned just this morning and I haven’t had an opportunity 
to make the notes that I should like to have made to give you an oral 
condensation of this statement. 

I should like first to discuss the foreign policy considerations which 
govern our activities in the Far East under the Mutual Security Act. 
Program operations are, of course, conducted by the Department of 
Defense and the International Cooperation Administration. The 
specific programs will be discussed by Capt. Berton A. Robbins, Jr., 
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(USN), the Far East Regional Director for International Security 
Affairs, Department of Defense, and by Dr. Raymond T. Moyer, 
ICA Regional Director for the Far East. 

The Secretary of State recently said to this committee that we live 
in a historic era of change with two great forces at work: Communist 
imperialism, and the “drive for progress’? on the part of the ex- 
colonial peoples and those of the less de ‘veloped countries. These 
forces are conspicuously present in the Far East. 

Communism rose to immense power in the area when mainland 
China fell in 1949. Today Communist China with its 600 million 
people, large army, and modern air force regards its neighbors as 
potential satellites or provinces. It plans to make them so. The 
12 million relatively unassimilated overseas Chinese in the countries 
of Southeast Asia offer a potential fifth column which Communist 
China is vigorously attempting to exploit. 

Eight of the eleven Asian countries of the far eastern area have 
achieved their independence since the Second World War. They 
are determined to remain free. They are sensitive to any conceivable 
impingement upon their sovereignty. Their peoples demand of their 
governments economic progress, and their conservative leaders are 
under great pressure to show evidence of it quickly. Despite the 
ever present military threat, a new emphasis has been placed upon 
econdmic development. Leaders of these countries must be able to 
answer the Communist assertion that only communism can provide 
them economic progress quickly. 

More than a third of the earth’s population—900 million people 
dwell in the land and ocean area stretching from Japan, China, and 
Korea southward through Southeast Asia to Australia and New 
Zealand. Here there are great contrasts in development—Japan, 
Australia, and New Zealand, on the one hand, and some of the least 
economically developed countries in the world on the other. Here 
exists the greatest variety of cultures, creeds, and backgrounds of 
any of the major world areas. Here are areas of the greatest and of 
the least population pressures. Here are countries with abundant 
natural resources, and others where human resources constitute the 
only significant production factor. In free Asia are some of the most 
steadfast friends of the United States. In Communist Asia are some 
of its most unyielding foes. 

Japan is the only great industrial complex among the Asian countries 
and 1 of the 4 greatest industrial areas of the world. Its people are 
energetic and resourceful. They are pursuing a democratic way of 
life. Japan isa bastion of the free world. Upon its alinement with 
the free world depends much of the security position of the free world 
in Asia. Southeast Asia is rich in agricultural products and the raw 
materials of industry. Taiwan and the Philippines form part of the 
island defense chain upon which we rely. The Republic of China is a 
major obstacle to the consolidation of Communist power in mainland 
China and to the extension of Communist domination over the impor- 
tant communities of overseas Chinese in Southeast Asia. 

The position of the Republic of China in the United Nations has 
remained firm. It was supported last year by a vote of 48 to 27 with 
6 abstentions—little changed from previous years. It would be well 
to remember when people speak of our isolated position with regard 
to Red China that 43 nations of the world recognize the Republic of 
China as the lawful government of China. Only 17 non-Communist 





7 tr fat Oi Gee tte ted 


an 





tv 


ve 
ist 
‘X- 


Sse 


nd 
on 
as 
he 
es 


ist 


ve 
eV 


a1 
re 
he 
on 
to 


nd 
*W 
in, 
ist 
re 
of 
of 
nit 
he 
st 
me 


ies 
ure 

of 
ith 
rid 
AW 

he 
3a 
nd 
or- 


ws 
ith 
ell 


urd 


of 


List 


MUTUAL SECURITY ACT OF 1958 503 


nations so recognize the Peiping regime. During the year the Repub- 
lic of China established diplomatic relations with five additional 
countries. There were about 6,000 overseas Chinese students study- 
ing in Taiwan, while the numbers going to Communist China declined, 
and hundreds of disillusioned students have made their way out of 
mainland China. 

The Republic of Korea stands as a symbol of determined military 
resistance to Communist aggression. I need not add that the prestige, 
honor, and safety of the free world are heavily engaged in Korea. 

The free nations of the Far East have more than 1% million men 
under arms which, together with our own forces, constitute the free 
world defense against Communist overt aggression in that area. 
These countries cannot support these forces unaided. Hence, the 
mutual security program provides substantial military aid and eco- 
nomic assistance within the defense support category. Seventy-one 
percent of the fiscal year 1959 global defense support request is pro- 
posed for Far Eastern countries. Three countries—Koresa, Taiwan, 
Vietnam—account for 60 percent. 

In considering what I might report to the committee as the out- 
standing developments in the Far East during this last year, I con- 
cluded that there had been no real changes in the basic situation. 
There are, of course, important events which tend to reveal and em- 
phasize the nature of the basic situation. This is another way of 
saying that our grave problems in the Far East are still with us. Per- 
haps the most significant trend was the increasing emphasis placed 
upon economic developme nt by countries of this area, accompanied 
by the stepped-up activity of the U. S. S. R. and other Communist 
countries in the field of foreign economic assistance and trade. 

[ wish I could say that the Communist threat had receded in the 
Far East, and that the position of the free countries had correspond- 
ingly improved. I am obliged to say, however, that the situation will 
permit of no complacency. It requires and will require tireless effort 
and constant vigilance. Communist imperialism has no timetable. 
It has time. It conceives of its expansion in terms of decades and 
generations. It believes it can wear us out—that we will tire of the 
struggle and the cost, and let down our guard until too late to raise it 
again. 

[ am sure that you will agree that however difficult the road may be, 
the United States must be prepared to persist indefinitely in whatever 
measures are necessary to meet the challenge we face today. I am 
confident that the American people will make whatever sacrifices 
are necessary once the issues are clarified and made known to them. 
To make sure that they are informed imposes a grave responsibility 
upon those in whom they have placed their trust. 

Permit me to highlight the existing situation in the Far East, as 
va see it: 

There is still no evidence of anv weakening of Moscow-Peiping 
solidarity, On the contrary, Mao Tse-tung ringingly reaffirmed the 
close bonds between the two countries at the 40th anniversary of the 
Soviet revolution where he publicly acclaimed Moscow’s undisputed 
leadership of the Communist world. 

2. No country’s boundary has been changed in this vear by Com- 
munist aggression. No country has fallen prey to Communist 
subversion. 

21862—58—pt. 4-4 
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The Communists remain strong in North Korea with approxi- 
only 650,000 troops and some six to seven hundred modern air- 
planes. Even if the Chinese Communists do withdraw from North 
Korea, following their recent propaganda announcement of intention 
to do so, their withdrawal would be only to a point behind the Yalu 
from which their return could be made with great speed. The 
Communists remain strong in Vietnam, with a puppet Army in North 
Vietnam of from three hundred and fifty to four hundred thousand 
men. 

On the Chinese mainland the Chinese Communists have an army 
of from some 3 million men and hundreds of modern airplanes. They 
are steadily building up their military capabilities across the strait 
from Taiwan, where they have prepared jet airfields, railroads, and 
troop dispositions. In all our discussions with the Communist 
Chinese authorities in Geneva in an effort to arrange the repatriation 
of imprisoned Americans, including an accounting for some 450 missing 
military personnel, those authorities have for more than 2 years 
refused to renounce their intentions to take Taiwan by force of arms 
if need be. 

4. Subversive efforts are continuous in all free Asian countries. <A 
softening process is being applied on the political, economic, and 
social front in anticipation of the day when large, sudden gains may 
be possible by military, revolutionary, or other means. In South 
Korea, in South Vietnam, in Laos, in Cambodia, in Thailand, in 
Burma, in Malaya, in Indonesia, the machinery of subversion is em- 
ployed conspicuously by the Communists for whatever gain it may 
bring. The growing strength of the Communists in Indonesia, with 
Communist advisers placed in the machinery of government on 
Communist political insistence, highlights the serious position there 
just at a time when the lack of unity in the Government has produced 
eee that could lead to widespread civil strife. 

On the economic front, international communism bids for the 
favor of the aspiring, underdeveloped countries with offers of aid and 
promises of economic progress. ‘The objective of the Communist 
economic offensive is to gain prestige and influence in the under- 
developed countries, to identify nationalism and economic progress 
with adherence to communism, and to open the door to subversive 
agents operating under the guise of technicians. Respect for Soviet 
science and technology was greatly augmented in the Far East by the 
recent Soviet demonstrations of competence in space technology. 

Only three countries—Burma, Indonesia, and Cambodia—have so 
far accepted aid offers from Communist bloc countries. Since 1955, 
Burma has accepted $38 million in proffered credit aid from the Soviet 
Union and $4 million from Communist China. Indonesia, after 
protracted deliberation, and in view of its deteriorating economic 
position, finally in February 1958 accepted with parliamentary 
approval a loan of $100 million from the Soviet Union negotiated in 
September 1956. Indonesia has also received a total of $9.4 million 
in credits from East Germany and Czechoslovakia. Cambodia has 
received a grant of $22 million from Communist China. 

Communist China is playing an increasing role in the trade-and-aid 
offensive of the Communist bloc. It will furnish 15 percent of the aid 
promised by the bloc to Far East countries, and it accounts for a high 
proportion of bloc trade with free Asian countries. 





Xl- 
ir- 
‘th 
on 
wlu 
he 
‘th 
nd 


ny 
ey 
ait 
nd 
ist 
on 
ne 
ars 


ms 


A 
nd 
ay 
ith 
in 
m- 
lay 
ith 
on 
ere 
ced 


the 
ind 
list 
ler- 
ress 
sive 
viet 
the 


»* SO 
155, 
viet 
fter 
mic 
ary 
1 in 
lion 
has 


-aid 
ald 
Ligh 


MUTUAL SECURITY ACT OF 1958 505 


6. A delicate situation exists in Laos. The 1954 Geneva accords 
provided for unification of the country under the central government. 
The Communist-dominated Pathet Lao, however, refused to turn over 
to the Royal Government the 2 provinces under their armed control, 
using their defiance of this international agreement to negotiate 
successfully in November 1957 a coalition government which netted 
them 2 Cabinet positions, other administrative participation, and 
legal status as a political party. This extends Communist influence 
ds nge srously in Laos. 

Cambodia’s foreign policy continues to be*based on neutrality, 
ini that country continues to show a determination to remain free 
and independent. In a recent published statement Cambodia’s 
Ambassador to the United States said: 

Our neutrality means neither surrender to foreign doctrines nor complacency 
toward subversive activities inspired by foreign propaganda. Lately the Royal 
Cambodian Government has uncovered activities of a subversive nature inspired 
by a foreign power to influence young intellectuals and educators * * * 

This shows awareness of Communist attempts at subversion. 

8. In our defense support and technical cooperation programs 
throughout the Far East, we have made necessary if unspectacular 
contributions to economic and political stability, to the defense pos- 
ture, or to the economic development of the countries according to 
the nature of their problems and the specific applications of assistance. 
Our technical cooperation programs in the several countries of the Far 
Kast are generating benefits which will be realized gradually but which 
will remain inde finitely. 

There are many factors affecting political stability in the under- 
developed countries besides the economic. However, over a period 
of years, a decade or more, the popular test of the success of national 
leadership may well be the adequacy of the rate of economic progress. 
If conservative or middle-of-the-road leadership does not produce 
the popularly desired result, the peoples of these countries may be 
expected to listen atte ntively to the glowing, if illusory, promises of 
the extreme left. International communism takes full advantage of 
any opportunity to lend credibility to the loud claims of leftist con- 
testants for popular political support. 

The Soviet Union has now begun to back up its propaganda line 
with genuine economic de .velopme: nt assistance in some ereas. It has 
made offers of assistance to many individual countries. At the 
recent Communist-dominated Afro-Asian meeting in Cairo the Soviet 
Union offered unlimited ‘‘aid without strings’”’ to all countries in Asia 
and Afric: 

In the current struggle the shifting of emphasis to the economic 
front does not exclude the possibility of a return to direct military 
action where lassitude on the part of the free world invites such an 
action. We cannot afford fatigue, and if we understand our problem 
we will never let fatigue influence our judgment. 

To meet the array of threats which Communist imperialism presents 
to the United States and to the free world in the Far Kast, it remains 
our policy 

(1) to deter, and where necessary to repel, Communist mili- 
tary expansion and infiltration by maintaining an adequately 
strong free world military posture. It is in furtherance of this 
policy that we have negotiated security treaties with Japan and 
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the Republics of the Philippines, Korea, and China, that we 
joined with seven other nations in the SEATO treaty of alliance 
against aggression in southeast Asia and with Australia and New 
Zealand in the ANZUS defensive alliance. 

(2) to assist the free nations of the Far East to achieve in- 
ternal security and political stability and to promote improved 
conditions of life for their people. 

Without the mutual security program our present free world pos- 
ture in the Far East could not be maintained. This program is in 
three principal phases. These are military aid, defense support, and 
economic aid. Economic aid in this sense includes both technical 
cooperation and economic development assistance from the Develop- 
ment Loan Fund. 

In order that the peaceful life of a country may flourish, and eco- 
nomic progress be realized, there must be political stability, freedom 
from the threat of military attack or insurrection, and sufficient re- 
sources available to finance economic development. If domestic re- 
sources—financial, human, and material—are drained away by de- 
fense expenditures, little or nothing may remain for long-term growth 
and development. And yet in the presence of the Communist threat 
the defense posture is a prerequisite of an independent national life. 

The defense posture of any country is a complex of political, mili- 
tary; economic, and human factors. Weakness of one aspect may 
be fatal to the whole. United States military aid provides equipment 
and training for the armed forces of the recipient countries which 
comprise the first line of defense of their national security and in- 
dependence. Defense support adds current strength to bolster and 
maintain the continuity of their economic life so that they can support 
these necessary defense establishments without economic deteriora- 
tion. 

Without the security provided by such assistance, neither political 
stability nor economic progress would be possible. In some coun- 
tries, even with this assistance, private capital, both domestic and 
foreign, is impeded by the danger of aggression from making its 
essential contribution to economic development. In such cases the 
lending authority of the Development Loan Fund provides necessary 
long-term financing otherwise unobtainable from free world sources. 
I cannot emphasize too strongly the importance of this Fund having 
ample resources to assist in so helping underdeveloped countries. 

The mutual security program is a direct response to the Communist 
challenge. The only alternative to American aid in the Far East 
today is Communist aid. And we can be certain that wherever or 
whenever we step out, the Communists stand eager and ready to step 
in. If we should eliminate ourselves, we should be removing for the 
Communists the last obstacle blocking their road to the complete 
domination of Asia. The mutual security program in the Far East 
remains one of the great imperatives of our foreign policy. 

Acting Chairman Morean. Thank vou, Mr. Secretary, for a very 
strong statement outlining the Communist threat in the Far East. 

How much subversive activity is there in Japan? I notice you 
skipped over that very lightly. 

Mr. Rogerson. There is a great deal, Mr. Chairman. It is really 
larger than the actual numbers of Communists would indicate. ] 
think the Communists poll about a million votes in Japan, but it so 
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happens that the Communist objectives and the socialist objectives 
in Japan coincide as to make a common front against the Govern- 
ment now in power in Japan. 

Acting Chairman MorcGan. How are the economic conditions in 
Japan? 

Mr. Ropertson. Japan, as vou know, has made a very remarkable 
recovery since the war, an immeasurable recovery. 

Up until the present time their foreign-trade deficits have been 
largely financed by large sums spent by United States forces and for 
off-shore procurement in Japan. 

Acting Chairman Morgan. What effect will the reduction of 
forces have? 

Mr. Rosertson. When we pull out of Japan they can no longer 


‘count on these expenditures. Although Japan currently—if you take 


a balance sheet as of today, is in a good position, from a long-term 
standpoint the country faces a very serious problem. 

As you know, there are some 90 million people in Japan. They 
have to import about 22 percent of their food supplies. They have 
to import practically all of their raw materials. 

The population has gone up from 70 million in 1941, to approxi- 
mately 90 million today, and as a result of the war they lost nearly 
40 percent of their territory. So you have 90 million people jammed 
into these islands and they have got to trade to live; 90 million people 
are not going to starve. So the great problem of Japan is to find a 
market for its exports so that it can have the foreign exchange to buy 
the food and the raw materials which it needs. 

Now, serious, injurious Japanese competition is something that 
certainly none of the Western countries wants, and least of all, our- 
selves. On the other hand, if we expect Japan to continue as our 
second market in the world—Canada buys the greatest amount of our 
exports, and Japan is number 2. If we expect to keep Japan as a 
buyer of our goods, we must be prepared to accept Japanese goods in 
our market under conditions and in amounts which will not disrupt 
our Own economy. 

To illustrate, while Japanese imports have damaged individual 
situations and individual communities and these damages are very 
real to them—TI am in no way trying to underrate the importance of 
the interest of those communities in our trade with Japan—for never- 
theless the last 3 years we sold Japan $1,178 million more exports 
than we bought back in imports. In other words, the American 
economy, overall, had a net benefit in the last 3 vears of $1,178 million 
from our Japanese trade. 

Take, for instance cotton textiles; in 1956 we sold Japan over twice 
as much raw cotton dollar value as we bought in cotton textiles. 

Japan is our best market for raw cotton, wheat, soybeans, barley, 
and phosphate rock. It is our second largest market for iron and 
steel mill products. It is our third for vegetable oils and oilseed, and 
for petroleum and petroleum products. 

If we had no interest in the political situation in Asia, if we had 
no interest in keeping Japan firmly allied with the free world—and we 
have a very major interest in doing this—from a purely selfish economic 
interest, we would want to keep Japan as a market for United States 
products. 

Acting Chairman Morean. Thank you, Mr. Secretary. 
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Mr. Chiperfield. 

Mr. CurperFrevD. Thank you, Mr. Chairman. 

Mr. Chairman, I presume the questions on the Far East that have 
been prepared will be discussed this afternoon? 

Acting Chairman Moraean. I think the staff, Mr. Chiperfield, has 
just gotten these questions out. The executive branch has not seen 
them yet. We will submit them. 

Mr. CurperFieLp. Then I have no questions at this time. 

Acting Chairman Morean. Mr. Carnahan? 

Mr. CarnaHnan. I have no questions, Mr. Chairman. 

Acting Chairman Moraan. Mr. Vorys. 

Mr. Vorys. I thought, Mr. Chairman, the questions were merely 
questions that occurred to the staff during their studies that could be 
used by any member. : 

Acting Chairman Morean. Any member can use them. 

Mr. Zasuockr. Mr. Chairman, I requested the staff to prepare the , 
questions on the Far East. I thought other members would want to 
share the questions, so therefore I asked the staff to make them avail- | 
able to all members. 

Mr. Vorys. A very good idea. 

Thank you. 

Acting Chairman Morean. Mr. Zablocki—— 


Mr. Zasuockt. Mr. Secretary, I am happy to see you. 
On page 8, paragraph 6, Mr. Secretary, you state: 
1 


The Communist-dominated Pathet Lao refused to turn over to the Royal 
Government the two provinces under their armed control. 


I was under the impression that some of the military of the Pathet 
Lao were integrated into the Laotian Army. 

Do the Pathet Lao still have control over the military? 

Mr. Rosertson. No, Mr. Zablocki. What I was trying to say 


was that at the Geneva Conference in 1954 the accords covering Laos 
provided that these two provinces under the occupation of the Pathet 
Lao should be turned over to the administration of the Royal Govern- 
ment. The troops were to be disbanded. The only provision con- 
cerning them was that they would not be discriminated against in the 
election. 

Instead of carrying out this agreement which the Communists had ' 
negotiated—Chou En-lai was representing the Communist side 


these troops in open, callous defiance of the agreement continued to . 
occupy the two provinces. They refused to give them up and nobody 
could dislodge them. 7 

So they had these positions seeking to trade them again. They 
held on to them until November of last year when they succeeded in " 
trading these provinces which they had already agreed to give up 
in 1954, for a coalition government, in which they were given two . 
Cabinet positions. 

Fifteen hundred of the Pathet Lao troops out of some 7,000 wer C 
integrated into the Lao Army and the Pathet Lao were given certain ‘ 
administrative positions in the government of the two provinces. : 

So, the Communist party dominated Pathet Lao, an outlaw group : 
defying an international agreement, by continuing to defy it, and have 
now legalized their position. The party has been legalized as a 1 
lawful political party; they have two Cabinet seats and 1,500 of their * 


troops have been integrated into the Lao Army. 
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Mr. Zasuockr. Mr. Secretary, may we have a report on the air- 
plane that has been captured by North Korea? Why will the com- 
mies release only a portion of these people captured? How long are 
we going to permit them to carry on in that way? Is it not about 
time we got tougher with them? 

Mr. Roxpertrson. Well, all I can say is that I have the same emo- 
tional response to this that you do. 

(Security deletion.) 

Mr. Zasiockr. Mr. Secretary, are we sufficiently letting it be 
known in this country and throughout the free world that this is 
another instance which proves that you just can’t deal with the Com- 
munists? 

Why talk about a summit conference when we have instance after 
instance that they have violated agreements? 

They refuse to account for the 450 Korean prisoners. They hold 
on to a group of Americans who have been abducted in a plane to 
North Korea. They are not returning all of them. Why are nine 
going to be kept in North Korea? Just how did this plane get to 
North Korea? 

Mr. Rosertson. This plane, according to our best information, 

vas highjac ‘ked by North Koreans who had infiltrated down into South 
shaten: There were six of them. They highjacked the plane and flew 
it over the demilitarized zone into North Korea. It was a clear vio- 
lation of the armistice agreement—flying this plane across the demili- 
tarized zone. 

Now, the North Koreans are claiming—of course you can’t pay any 
attention whatsoever to anything they say about anything, because 
they say what is in their interests to say but they claim that these 
people were defectors. 

They first claimed all 34 had defected. Their first position was 
that they weren’t going to turn any of them loose. 

We sent a very stiff note to them—not a note, but a statement, 
because we don’t recognize them, and we don’t convey diplomatic 
notes to this regime [security deletion]. 

(Discussion off the record.) 

Mr. Rosertson. We took a very tough position and they decided 
to turn our two people back. 

To come back to what you say about what Communist agreements 
are worth, if we have learned anything from bitter experience, we know 
they are not worth anything. 

We have made some 25 major agreements with the Russians. 
They have broken them all. The Chinese Communists have kept none 
of the agreements they have made with us since they came into power. 
They vitiated the Korean armistice. They made a travesty of the 
armistice in Vietnam. 

They keep agreements only when it suits them to keep them. 

They made a solemn, unequivocal international commitment on 
September 10, 1955, to release all of our imprisoned civilians. Yet, 
today, in 1958, they are still holding six of them in callous disregard 
of this commitment. 

I see a great deal in the press lambasting the Secretary of State for 
being rigid and inflexible in his dealing with the Russians, that the 
Russians are sincerely working for a summit conference to ease 
tensions. Because the Secretary stands firm, insisting on a conference 
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that will be meaningful, he is accused of rigidity and inflexibility. 
He knows perfectly well that a written agreement with the Russians 
concerning disarmament which carries no safeguards which will 
enable us to see for ourselves whether they are carrying out an 
illusion of safety and security behind a facade that isn’t worth the 
paper it is written on. 

I, for one, have no apologies in saying I hope to God he will continue 
to be that rigid. 

They take a position, they make no compromises. 

They just dig in believing that if they stand pat we will soon tire 
and shift around to meet their views. 

Mr. Zasiocki. Mr. Chairman, I realize my 5 minutes is up, 
however, with your permission, may the Secretary give his opinion 
to my question whether we are sufficiently dramatizing or making the 
hooliganism and shenanigans sufficiently known? After all, they 
promised to release the captives on Monday then changed the release 
for Wednesday and then Thursday, and then on Friday they release 
only part of them 

In your opinion, do you think we ought to emphasize this incident 
more? Not only to the free world, but to our own people? 

Mr. Rosertson. I think great efforts are made to that end, Mr. 
Zablocki, but I feel very strongly myself that the public is not aroused. 
Our memories are very short. We forget about the experiences we 
have had with these people. We get tired of the problem of contend- 
ing with them. We get tired of tensions. We talk about easing 
tensions, as if we could take action which would make them cease 
being Communists; that all we had to do to make the Communist 
different would be to be different ourselves. 

Mr. Zasiocki. But, Mr. Secretary, are we doing enough? 

Mr. Rosertson. I don’t know how much enough is, but from my 
standpoint, we cannot do too much. 

Acting Chairman Morean. Mrs. Bolton. 

Mrs. Botton. I wanted to ask you what sort of a representation 
we have in Sumatra and Java? 

Mr. Rosertson. We have an Embassy in Djakarta, the capital, 
and 2 consulates, 1 in Sumatra and 1 in Java. 

Mrs. Botton. Do we give them enough to make it possible for 
them to really get about in the country? Do they get about in the 
country? 

Mr. Rosertson. Getting about, as you know, Mrs. Bolton, is ex- 
tremely difficult. Going a short distance sometimes takes a full day 
when it should take only a few hours. 

Mrs. Bouton. Do the oil companies have more representation out 
there than we or are they perhaps more elastic in what they are able 
to do? 

Mr. Rosertson. The oil companies do have large representation 
there because they are engaged in large drilling operations, as you 
know. These oil companies are very essential to the whole economy. 

Mrs. Bouton. Very definitely. 

Mr. Robertson, do we make use of their people when they come in? 
Do we listen to what they say to us? 

Mr. Ropertson. Yes; indeed. I have been ill in bed at home and 
have just had a visit from the chairman of the board of Standard Oil 
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of California, which has a large subsidiary in Indonesia. He came 
out to my house and talked to me for an hour or more. He had just 
come back from Indonesia. 

We are always extremely interested in the viewpoints of people out- 
side of Government. We get our own reporting and intelligence 
through our own channels, but views of the man not dealing with 
Government officials are extremely interesting and useful to us. 

Mrs. Bouron. And he also gets places where Government people 
don’t get. 

Mr. Rosertson. Yes; and I might say that we enjoy the closest 
and friendliest relations with our business people out there. 

Mrs. Bouron. Thank you very much for saying so. I was very 
anxious to have that in the record. 

Mr. Rosertson. I think the relationship is invaluable. 

Acting Chairman Morean. Mrs. Kelly. 

Mrs. Keuiy. Mr. Secretary, it is nice to see you are able to be here 
today. 

Mr. Rosertson. Thank you. 

Mrs. Keuuy. I notice from a staff report here, the Communist 
Economic Offensive, prepared for us by the staff, that as far as Burma 
is concerned, the turnover rate of the sino-Soviet bloc increased 
1,000 percent for the year 1956 over 1953. 

I wondered if the weakening of the Battle Act had much to do with 
that? 

Mr. Rozertson. I[ have not seen this statement to which you refer. 
Dr. Moyer here would have to check me on this, but my own guess 
would be that this large increase in imports reflected the other side of 
the rice deals which were made with the Soviet countries. 

Burma made a barter deal with the Communist bloc where they 
agree to take—Russia agreed to take 400,000 tons of rice in a year 
for some 4 years and in exchange for this rice they were to furnish 
certain exports to Burma. The percentage sounds very big but if 
we would look at actual figures, the total amount might not run too 
large in terms of dollars. Certainly all of the commodities and ma- 
terials which Burma received in exchange for her rice would be included 
as imports. 

Mrs. Ketty. My question was, do you think this was caused by 
the weakening of the Mutual Defense Assistance Control Act, the 
Battle Act? 

Mr. Rospertson. No; I do not think so. I think from Burma’s 
standpoint she had to get rid of this rice regardless of whether she 
was prevented from getting anything from us because of the Battle Act. 

Mrs. Ketiy. The total world trade—let’s see now—the total trade 
with the Soviet bloc has increased double, or triple in all of the countries 
in the Far East, since 1953. 

At the same time, it has decreased with the free world. Have you 
any comment on that? 

Mr. Rosertson. I would like for my economic assistant here to 
give you these world figures. This is Mr. Palmer, Deputy Assistant 
Secretary of State for Far Eastern Economic Affairs. 
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STATEMENT OF GARDNER E. PALMER, DEPUTY ASSISTANT 
SECRETARY OF STATE FOR FAR EASTERN ECONOMIC AFFAIRS 


Mr. Patmer. Was the question in relation to Burma, Mrs. Kelly? 

Mrs. Kutiy. First I raise the question of Burma, I am quoting 
from the entire turnover with the Sino-Soviet bloc, but there are 
two countries I am concerned about. One is Indonesia and the 
other is Burma, and the greater percentage is in Burma. 

Mr. Pater. Indonesia. 

Mrs. Ketiy. I meant Indonesia and Burma. 

Mr. Patmer. The last figures we have on imports in five countries 
in the Far East from the Sino-Soviet block are as follows: 

January to September, 1957, $17 million, imports into Burma 
from the Sino-Soviet bloc. 

Mrs. Keiuy. That was $17 million for the first half of 1957 

Mr. Paummr. $17 million. 

Mrs. Ketry. I think at this moment I would like to have one of 
the members of the staff who compiled this information to consult 
with me. 

Mr. Paumur. I have not had the benefit of seeing the study that 
has been prepared by the staff and these figures 1 was quoting came 
from—— 

Could we send these figures to you? 

Mrs. Kextiy. Will you ‘check those at a later date and let me know? 

Mr. Paumer. Yes. 

(The information is as follows:) 


1. In the case of Burma, the principal reason for the discrepancy is that the 
House staff memorandum’s figures for 1956 trade are actually for trade only from 
January through August 1956 and not for the full year of 1956. In addition, they 
are the unrevised figures for January to August 1956 trade. 

The Department of Commerce now has available figures for the full year 1956 
as follows: Imports from the Sino-Soviet bloc, $37.5 million; exports to the Sino- 
Soviet bloc, $34.7 million. The State Department added to the export figure of 
$34.7 million an estimated $4.5 million for exports to North Vietnam which were 
not included in the Commerce figures. This is a preliminary figure based on 
reports from the field. Commerce does not include any estimate of this trade 
with North Vietnam because it is not shown separately in the published Burmese 
statistics (which have trade with Indochina but not separate figures for North 
Vietnam). 

2. The only other discrepancy noted in the statistics for Far East countries 
was for Indonesian imports from the Sino-Soviet bloc. Here again, the figure of 
$43.9 million given in the House staff memorandum is not for the full year; it 
has been found to pacoempone, rather to the Department of Commerce figure 
covering the 11-month period, January to November 1956. The Commerce figure 
for the full calendar year 1956 is $44.7 million. 


Acting Chairman Morean. The gentlewoman’s time has expired. 

Dr. Judd. 

Mr. Jupp. Thank you, Mr. Chairman. 

Secretary Robertson is always eloquent and convincing. His argu- 
ments, it seems to me, are unanswerable. As a physician, I must add 
that he ought to be home in bed, so I am going to pass and not subject 
him to questioning except for one. 

The last time you were here you were talking, among other things, 
about Prince Sihanouk. [Security deletion.] It looked for a time as 
if when he visited Peiping he became enamored and went overboard. 
Now he has come out with a public statement some weeks ago in 
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which he went as violently against the Communists as he had seemed, 
sentimentally at least, to be for them. 

How do you appraise that from your overall knowledge? 

Mr. Ropertson. He has been very much concerned with the 
activities of the Communists in Cambodia. They have been con- 
ducting their subversive activities in a way that could not escape his 
attention and he appears to have become aware that Communists 
are a real threat to his independence. From his contacts and relation- 
ships with them he has found that many of these people who came 
in to help, were in reality subversive agents. 

All of them I would say, were subversive agents. 

Mr. Jupp. He is still the most influential person with the Cam- 
bodians, isn’t he? 

Mr. Rosertson. Absolutely. 

(Security deletion. | 

Mr. Rosertson. Yes, I think he has been very seriously alarmed 
by Communist activities. 

(Discussion off the record.) 

Acting Chairman Morgan. Mr. Hays. 

Mr. Hays of Ohio. Mr. Secretary, we have spent an awful lot of 
money in Formosa and prepared to spend a lot more and I voted for 
it every time, but I was just wondering if actuarial tables being what 
they are, it is pretty obvious that you ‘wouldn’t be too bad a prophet 
if you said C hiang Kai-shek is not going to be around in 10 years and 
certainly not in 15 years. 

Have we projected our thinking into what is going to happen in 
Formosa when he goes? What do. you foresee would be the situation 
there? Have we a chance that we can hold onto this piece of territory 
ideologically or is he the only thing that stands between them going 
to the Communists? 

Mr. Ronertson. Actually, Mr. Hays, we have done a great deal of 
thinking about it. 

Whenever you have in any country a strong dominating personality 
as the head of Government, you always wonder who is going to be 
around to take his place when he passes off the scene. 

If President Chiang would die tonight, in my opinion there is no 
question but what the present Vice President Chen Cheng would 
become President. He is a topflight man. He is a man who enjoys 
the respect of all who know him. I knew him well, back in China 13 
years ago, during the war. All of our top military people there had 
the highest respect for him and confidence in him. It is my opinion 
that if anything would happen to President Chiang now, Chen 
Cheng would unquestionably become the President of China. He 
enjoys widespread support from the members of the Kuomintang 
Party. 

It is of course impossible to answer such questions categorically 
because you have to make a lot of assumptions. I at least believe 
that those representing the top leadership on Taiwan are strongly 
allied to the free world and are determined to do everything. within 
their power to keep from delivering, not only the 10 million people 
on Formosa, but also the other millions of overseas Chinese into the 
hands of the Communists which would certainly happen if they would 
make a deal with Red China. 
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Mr. Hays of Ohio. I didn’t expect a complete statement on what 
would happen but you would say you are optimistic about the long- 
range future? 

Mr. Ropertson. Yes, I am, I think there is no alternative to 
doing what we are doing. I mean the alternative for what we are 
doing is to turn them over now to the Communists and take no 
chances on their staying on the side of the free world. If we pull 
out, they are gone. 

Mr. Hays of Ohio. I have one other question that intrigued me 
that the staff has prepared here and it is one I have been thinking 
about myself. 

Under the heading of Cambodia they say: 

In the defense support, a 130-mile port highway is being financed by the 
United States. This was begun in 1955 and is due for completion in 1957. 
Over $14 million have been obligated on this as of 1957 and additional sums are 
planned for fiscal year 1959. 

If this is such an important military and economic project how can 
the delays be explained? 

Mr. Rosertson. I think maybe Dr. Moyer would like to answer 
that question, Mr. Hays. 

Dr. Moyer. I was reading about delays that occur in the United 
States on certain projects. In other words, it isn’t unique to Cam- 
bodia: However, I would like to explain the situation in Cambodia; 
1955 was the time the project was first conceived and agreed upon. I 
traveled over a section of it when I was in Cambodia. 

Quite a bit of it goes through rather dense jungle, over mountains 
and it required a lot of detailed engineering and surveying. Another 
difficulty was arriving at agreement on a contract. This was between 
the Cambodian Government and the contractor, and this was some- 
thing new for the Government of Cambodia and we spent considerable 
time trying to work it out, it was something with which they were not 
familiar, that they didn’t completely understand and this was another 
delay. 

If we are lucky, it will be completed at the end of next year. It is 
about half completed now, taking surveys and cutting a way through 
the forest and taking everything into account. 

It has been delayed longer than would have been desirable, con- 
sidering the negotiating difficulties, considering the engineering diffi- 
culties, considering the fact that it is at some distance from the United 
States from which materials and other things came. I don’t know 
whether it would be considered an inordinate delay. 

Mr. Rospertson. Mr. Hays, with your permission I would like to 
add one thing to what Dr. Moyer said: The Cambodians consider this 
is their No. 1 project, above everything else in our aid program. They 
are now dependent for an outlet to the sea, upon Saigon, in Vietnam. 

Back in 1954, they had asked the French to assist them in building 
this road to give them their own outlet to the sea. 

So when we came into the situation back in 1954, they renewed 
their request to us. It was backed by our ambassador, and the country 
team which was there at the time. 

This road will open up new agricultural lands, it will make avail- 
able to them a roadway on which they can send their products to the 
sea and load them on ships in their own country, rather than being 
dependent upon another country for their outlet to the sea. 
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Acting Chairman Morgan. Mr. Fulton. 

Mr. Futron. I want to tell the Secretary we are very pleased to 
see him back here. We almost look at him as one of our committee, 
I am sure. 

We people who are interested strongly in the defense of the free 
world wonder what a major cut in the funds for the Far East would do 
in this coming mutual security program. Would a major cut by Con- 
gress in the 1959 mutual security program for the Far East endanger 
the security of the United States and the free world? 

Mr. Rosertson. In my opinion, Mr. Congressman, it would be 
catastrophic. 

We had a cut last year. People will say, “What damage has that 
done to you?” 

Well, we haven’t begun to count the damage yet. We have been 
operating on 1957 funds and the pipeline gets down to a point where 
if you don’t replenish it, you just have to stop. 

In my earnest opinion there is no alternative for doing what we 
are doing under this mutual security program. 

No one can honestly say that in carrying on a program of this 
size, in these different countries, with all the complexities involved 
and in dealing with countries that have few technicians and well- 
trained people, that mistakes are not made. Of course things are 
done wrong here and there. That is perfectly true. Nobody can 
say that things haven’t been done wrong and that mistakes haven’t 
been made. They have. But overall we are accomplishing our 
objectives. And you just don’t burn down your barn to kill your 
rats. If something is wrong with the program, let’s correct it. But 
let’s not destroy everything that is good because something is wrong. 

Mr. Futron. You would then say that the proposed figures for 
military and economic aid for the Far East, submitted by the admin- 
istration and really backed by the bipartisan foreign policy people 
of this country is a rock bottom figure for this year? 

Mr. Rosertson. I can only speak for my own area. I make no 
attempt to speak for any other area. But these amounts are very 
carefully—I will put it this way: These amounts are below what 
some of us think that we needed in a good many of these situations. 

Mr. Fuuron. So that the people of the United States, by having 
the current aid program in the Far East, as low as recommended, are 
undergoing some additional risks that we would not have to if the 
aid program were more adequate? 

Mr. Ropertson. Yes, I think we need more money rather than 
less money. 

Mr. Fuuron. The question continues to occur in the United States 
as to the recognition of Communist China and ‘the admission of 
Communist China to the United Nations. I have strongly opposed 
United States recognition of Red China and admission of Red China 
to the United Nations. I believe every member of this committee 
has done likewise at any time a resolution has come up for vote in 
this Congress. 

Do you think that the recognition of Communist China by the 
United States Government, or our voting to admit her into the 
United Nations, either into the General Assembly, or to a seat on the 
Security Council, would have a seriously adverse effect on our defense 
of this country and the free world? 
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Mr. Ropertson. I think it would have a catastrophic effect and I 
use that word advisedly. 

The only reason that we need a military posture in Asia, today, is 
because of Red China. Red China and the Russians wor king through 
them, constitute the only threat to the independence of Asian nations. 

In Red China you have a nation that has violated every law, 
international and national, that is today in defiance of the United 
Nations composed of 82 nations of the world; that has defied them 
almost successfully because they now have some members of that 
organization working to get them admitted into membership. Red 
China has not only defied the U. N. but has branded the United 
Nations as the aggressor in Korea which is its position today. 

Now, my feeling about recognition of Red China is this: If we 
could make the world more secure, if we could reduce the threat to 
the peace of the world, if we could convert the Red leaders into 
peaceful free worlders from dedicated international Communists 
striving to enslave all of Asia, then I think we should recognize them. 
I think we should do what is to the advantage and the security of the 
free world and our own security. But, in my opinion, it is fantastic to 
reason that by recognizing these international outlaws, accepting them 
on their terms of outlawry, giving them respectability, admitting them 
to membership in the United Nations, giving them a seat on the 
Security Council where they would have a permanent veto against 
everything that the free world stands for and which would give the 
Communist world 2 out of the 5 permanent seats—that doing these 
things would simplify our problems in the world and give us greater 
security—well, I just can’t follow that kind of reasoning. 

Mr. Fuiron. Such a misguided person or group of persons really 
then is falling for the propaganda of the Communists in the Far 
Eastern area. Such United States recognition and admission to the 
U. N. would give Red China its greatest propaganda advantage, not 
only in the United Nations, but among the people of these smaller free 
countries near China which now are so unstable and ure fearful we in 
the United States will not stand up firmly and protect them against 
aggression. 

Mr. Rosertrson. You would immediately convert some 12 million 
Chinese into citizens of Red China. You would thus open up in all 
of the Asian countries these potential cells of infiltration and sub- 
version. 

I would like to go off the record here. 

(Discussion off the record.) 

Mr. Futron. I wish you would release to the public your remarks 
on how you feel about United States recognition of Red China, and 
the grave damage to our United States security that would arise in 
this event, and if Red China’s admission to the United Nations 
became a fact. 

Mr. Rosertson. I wasn’t off the record when I was talking about 
Red China. I would shout that from the housetops. 

Acting Chairman Moraan. Mr. Selden. 

Mr. Setpen. Thank you, Mr. Chairman. 

Mr. Secretary, taking into consideration the protection provided 
by our 7th Fleet and by the United States Air Force, is the Nationalist 
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Army on Formosa at the present time larger than is actually necessary 
for the defense of that island? 

Mr. Rosertson. I would rather have the Department of Defense, 
the people who have responsibility for our military posture, answer 
that. 1 could only give you a layman’s opinion on that. 

In my opinion it is very necessary that we maintain such forces 
there, which constitutes the first line of defense. It is much simpler 
to prevent something from happening than to come up and pick up 
the pieces after it has happened. 

For instance, to give a perfect illustration, you will remember back 
in 1947 that the Russians proposed that all the foreign troops be 
withdrawn from Korea and the Koreans left to organize their own 
government. ‘To make a long story less long, they followed this up 
in early 1948 and announce ed that they were going to withdraw all 
of their forces and they would be out by the end of the year. Then 
there was great pressure put on us to withdraw our forces. 

So, 6 months after the Russians had gotten out, we withdrew all of 
our forces. 

Less than a year after our forces were withdrawn the North 
Koreans attacked South Korea. They had said that we must with- 
draw our forces and let the Koreans themselves organize their own 
government. 

That is identical with what they are saying today. 

They said that in 1948 and we were out in 1949 and in June 1950 
they invaded South Korea. For this we paid with some $18 billion 
in treasure and some 143,000 of casualties. 

Mr. Se.tpen. I am not suggesting that our forces be withdrawn. 
[ am attempting to ascertain if the Nationalist A:my on Formosa is 
larger than is necessary at the present time? 

Mr. Roperrson. I am sorry if my reply did not seem responsive 
to your question. I was illustrating that we have to have free world 
troops in Taiwan to prevent what happened in Korea and that it is 
much cheaper for us to support Asian forces in Asia than it is to sup- 
port American forces in Asia. I was trying to make the point that 
when there were no forces in South Korea to oppose the Communists, 
they took over the country. 

We of course came in and took it back as we could probably do in 
Taiwan but the cost of taking it back would be infinitely greater that 
maintaining a first line of defense there. 

Mr, Se.peNn. I certainly would not advocate moving any forces 
that are necessary. My question was, whether or not the Nationalist 
Army is larger than is necessary at the present time, 

Mr. Roxperrson. Well I am a layman talking in a field where I am 
certainly not competent, so I am going to let Captain Robbins of the 
Defense Department answer you, but I want to say this one thing 
additional: If we did not have Chinese forces in Taiwan, we would 
have to have American forces there, 

Now, whether the number should be 600,000 or 500,000, or 450,000, 
I think that is a question for the military. 
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STATEMENT OF CAPT. BERTON ROBBINS, JR., UNITED STATES 
NAVY, REGIONAL DIRECTOR, FAR EAST, OFFICE OF THE ASSIST- 
ANT SECRETARY OF DEFENSE FOR INTERNATIONAL SECURITY 
AFFAIRS 


Captain Rogsins. Mr. Selden, on page 39 of the Far East presenta- 
tion book we have a statement of the appraisal of forces for China— 
Taiwan—and the first statement there says [security deletion]. 

Now, this is our best military appraisal of the present Taiwan forces. 
[Security deletion.] 

Mr. Seipen. I am glad to have that information because I have 
heard criticism to the effect that the Chinese Army on Formosa is 
larger than is actually necessary and that we were supporting more 
troops there than are needed for the defense of the island. 

Acting Chairman Morean. The: gentleman’s time has expired. 

Mrs. Church. 

Mrs. Cuurcu. Mr. Secretary, it is always good to have you here. 

Mr. Rosertson. Thank you. 

Mrs. Cuurcu. I would like to direct my thoughts to Indonesia, 
which is very much on my conscience. 

I have noticed that in the book entitled ‘““The Far East,” the state- 
ment appears: 

The new Republic of Indonesia, intensely nationalistic and proud of its hard- 
won status as a free nation, has held to a policy of noncommitment and neutrality 
in the conflict with the Communist world. 

Do you think that is necessarily true? 

(Discussion off the record.) 

Mrs. Cuurcu. I definitely challenge that statement and I think it 
is unfortunate that it is in the book. This is on page 53 of the mutual 
security program, Far East, and I wonder if this would be a subject 
which you would care then perhaps to turn your attention to with 
less hazard? 

I notice that we have military assistance programs and special 
assistance programs, TCA programs and development assistance out- 
lined with regard to Indonesia, and I am just wondering whether we 
are strengthening the hand of Sukarno at the time when we ought to 
be doing something else? 

Acting Chairman Moraan. Mr. Farbstein. 

Mr. Farsstern. No questions except I would like to inquire 
whether the statement you gave of the facts with relation to the condi- 
tions in Indonesia really is classified. 

Mr. Rosertson. Everything I said about Indonesia, I could not 
have said unless it was accepted as off the record. 

Acting Chairman Morean. Mr. Adair. 

Mr. Aparr. I was called from the room briefly. Have you ad- 
dressed yourself to a consideration of the situation in Malaya now? 

Mr. Rosertson. I have talked about that a little while ago; yes, 
sir. 

Mr. Aparr. Then I shall read the record. 

Mr. Roserrtson. I think it was off the record. 

Mr. Aparr. I will consult with some of my colleagues. 

Mr. Rosertson. I will be glad to discuss it with you at any time. 
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Acting Chairman Morean. Mr. Prouty. 

Mr. Provuty. Mr. Secretary, I think as I entered the room—and 
I am sorry I could not be here to hear your statement—you said 
something about the United States enjoying a favorable balance of 
trade with Japan. Did I understand you correctly? 

Mr. Roperrson. Yes. 

Mr. Provutry. Approximately what is that figure? 

Mr. Rosertson. For the last 3 years, 1955, 1956, 1957, it totaled 
$1,178 million in our favor. 

Mr. Prouty. Are any of our aid programs included in that figure? 

Mr. Rosertson. No; that does not include any of our aid programs. 

Mr. Prouty. Thank you, Mr. Secretary. I have no further 
questions. 

Acting Chairman Morean. Now we have the other two members 
of the team here—— 

Mr. Jupp. Mr. Chairman, I would like to clarify one thing. Secre- 
tary Robertson talked about Singapore but he did not talk about 
Malaya. I do not know whether Mr. Adair perhaps had in mind the 
new independent Government of Malaya. 

Mr. Aparr. I did have, Walter; yes. 

Mr. Rosertson. I was speaking about Singapore. 

Mr. Aparr. No, sir; the thing in my mind, Mr. Secretary, was 
your appraisal of the new government there and if you have not given 
us an Opinion on that, perhaps you could give us that. 

Mr. Rosertson. We have a very high opinion of the new govern- 
ment there. We think it is in the haals of moderates who will make 
every effort to keep Malaya within the ranks of the free world and 
uncommitted. 

I think they will probably officially follow a neutral policy as be- 
tween Red China and Taiwan. They recognize neither one and they 
will probably continue that policy. 

About 38 percent of the Federations’ population is Chinese, and the 
Government would not want to identify this large Chinese population 
with either regime. 

Mr. Aparr. Has the rebellion in the hills completely died out now? 

Mr. Rosertson. No; it has not. There are some 1,700, I think, 
Communists there still in active rebellion. 

Mr. Zas.ocki. If the gentleman has any time left 

Acting Chairman Morean. The gentleman has no time left. We 
have two other witnesses here. 

Captain Robbins. : 

Captain Rossrns. In the past year there has been no relaxation of 
tensions in the Far East. 

There remain under aggressive Communist rule 11 million North 
Koreans, 12 million North Vietnamese, and over 600 million mainland 
Chinese. Facing this massive population, which represents over 
one-fourth of the world’s human inhabitants, are the 186 million anti- 
Communist peoples of the Far East with whom we have aid agree- 
ments—11 million in Taiwan; 22 million in South Korea; 23 million 
in Thailand; 18 million total in Cambodia, South Vietnam, and Laos; 
90 million in Japan; and 22 million in the Philippines. Not to be 
ignored are the over 100 million people in the neutral states of Burma 
and Indonesia. 
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Militarily, the huge population available to the Communists has 
yielded over 3 million armed men, not counting the hard-core Com- 
munist cells and military cadres engaged in subversion within the 
borders of our Asian allies. The ranks of the Communist uniformed 
military include over 2% million Chinese, 350,000 North Koreans, and 
350,000 North Vietnamese. 

In the free nations forming the rimland chain are 1,800,000 military 
personnel which we are helping to support under the military assist- 
ance and defense support programs. Buttressing these forces are 
units of the United States armed services. 

The United States, as assurance of our firm commitment to come to 
their defense in the event of hostilities, has concluded the following 
military agreements with far eastern countries: 


U¢$§. AGREEMENTS IN FAR EAST 


GEE MUTUAL DEFENSE TREATIES 


REPUBLIC OF KOREA 
REPUBLIC OF CHINA 
REPUBLIC OF THE PHILIPPINES 


GEEEEEESECURITY TREATIES 


JAPAN 
AUSTRALIA eT PACT 
NEW ZEALAND 


GEE MILITARY AID AGREEMENTS 
THAILAND 
REPUBLIC OF VIETNAM 
LAOS 
CAMBODIA 


GEE SOUTHEAST ASIA COLLECTIVE DEFENSE 
TREATY & PROTOCOL 


AUSTRALIA PAKISTAN 

FRANCE REPUBLIC OF THE PHILIPPINES 
WEW ZEALAND THAILAND 

UNITED KINGDOM UNITED STATES 


1. Mutual defense treaties with the Republic of Korea, the Republic 
of China, and the Republic of the Philippines. 

2. Security treaties with Japan, Australia, and New Zealand, the 
latter two countries being included in the ANZUS Pact. 

3. Military aid agreements with the Republic of Vietnam, Thailand, 
Laos, and Cambodia, as well as those countries with whic h we have 
mutual defense treaties. 

4. In addition, the United States is party with seven other nations 
to the Southeast Asia Collective Defense Treaty, and the protocol 
thereto, which expresses the firm determination of the members of the 
Southeast Asia Treaty Organization to take all necessary measures to 
ensure the security of the area. 

At this time, because of the continued buildup of Communist power, 
the contribution of our allies in the Far East retains at least the 
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importance it has had in the past. To increase their capabilities and 
effectiveness and forge new links in the anti-Communist defense chain, 
the United States in fiscal years 1950-58 will have provided to the 
countries of free Asia equipment in the estimated amount of $3.732 
billion under the military aid program. United States assistance 
enables them to maintain and improve their forces for the purposes of 
preserving internal security and defending against external aggression, 
thereby contributing to the common defense of the free world. 

This aid has been of the utmost consequence to the United States 
both for purely military reasons and because it is a means of safe- 
guarding for the West (1) contributory industrial bases, especially in 
Japan, and (2) access to raw materials. In addition, it has been of 
vital significance in creating that atmosphere of security essential to 
economic development. 

In fiscal year 1958, the military assistance program in the Far East 
is providing items to replace obsolete, obsolescent, expended or worn- 
out military equipment; (2) spare parts for existing equipment; (3) a 
vehicle-rebuild program; (4) necessary construction materials and 
services; and (5) a limited amount of equipment for force buildup. 
The Department of Defense requested $690 million in military assist- 
ance for the 10 free nations of the Far East in fiscal year 1958, which 
would have allowed funding of items in priorities 1-5. The sum ap- 
propriated by Congress permitted $398 million to be allocated to far 
eastern countries, which restricted funding to items of the highest 
priority nature. 

In terms of major materiel, the United States last year furnished, 
or is furnishing, such items of equipment and services as tanks and 
tank components; weapons and ammunition of all types; construction 
and shop equipment; electronic and communications equipment; jet 
trainers and training equipment; patrol and reconnaissance aircraft; 
naval patrol and landing craft; and such research and development 
items as armor-piercing rockets, missiles, and advanced electronic 
equipment. 

It may be stated that the military aid equipment delivered during 
fiscal year 1958 assisted in reducing Sabstantially both subversion and 
overt internal aggression in several countries of the area. Laos offers 
an example of the latter accomplishment. By strengthening the 
Royal Laotian Forces, both materially and morally, the United States 
enabled the legitimate regime to force the Communist leaders to 
abandon, at least for the time being, their guerrilla activities against 
the Government of Laos in favor of political and ideological warfare. 
United States assistance also helped to make it possible for the legiti- 
mate Government to resume control over the two northern provinces 
previously held by the rebels. 

By resisting the further expansion of communism and reducing the 
possibility of military conflict, the military aid program in the Far 
East has repaid its cost manyfold. In the vernacular, it would appear 
to be “cheap at any price.”’ Yet this year, to consolidate the past 
gains of the free world, the Department of Defense is requesting only 
$399 million for the Far East country programs, which is approxi- 
mately the amount allocated in fiscal year 1958 but is $291 million 
less than the illustrative program of fiscal year 1958. 
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The reduction in this year’s request is based on the following factors: 

(a) The buildup of conventional forces largely has been completed 
in most countries of the area. 

(6) We do not want to impose a greater burden than is absolutely 
necessary on the economies of the recipients by programing additional 
buildup which will increase support requirements, and ) 

(c) MAP countries in the Far East are not yet prepared to absorb 
much of the complex and costly advanced equipment which might 
have been programed for them. 

Equipment of types similar to those provided last year is proposed 
for inclusion in the fiscal year 1959 program. 

During the coming fiscal year, the aid program will emphasize the 
maintenance and improvement of existing forces as a deterrent to 
Communist aggression in the Far East, as well as to ensure the preser- 
vation of internal security. As has been stated, with over 600 million 
people in mainland China now under the increasingly harsh and total 
domination of the Red regime, effective free world military forces in 
the area are indispensable as counterweights to the ‘‘potential for 
aggression’ possessed by the Communist overlords. This offers 
ample explanation of the importance assumed by the Republic of 
Korea, the Republic of China (Taiwan), and Japan in our military 
aid program; they absorb approximately three-fourths of all Far East 
MAP funds. 


NORTHEAST ASIA 


The Government of the Republic of China (GRC) possesses the 
seventh largest land army in the world—the fifth largest among the 
free nations. By providing its forces with military aid, the United 
States has attempted to develop the potential of the GRC armed 
forces to defend its territory against Communist attack and to con- 
tribute to collective non-Communist strength in the Far East, as is 
contemplated under the mutual defense treaty. 

Should Taiwan fall to an unfriendly power, it would seriously 
diminish the effectiveness of our bases elsewhere in the Pacific, par- 
ticularly in the Ryukyus to the north and the Philippines to the 
south. In addition, the free world could lose the defensive potential 
of the Republic of China forces which, by means of MAP, the United 
States has helped to transform into effective fighting units. 

Possessing the sixth largest army in the world—fourth only to the 
United States among free world forces—the Republic of Korea is a 
vital anchor in our collective defense system. Because the Com- 
munists continue to maintain massive forces in North Korea and 
Manchuria, the United States must insure the maintenance and 
commensurate improvement of ROK forces during the coming year. 
The objective of our military aid program for the Korean Republic is 
to sustain ROK military forces which are capable of repelling an 
attack by North Korean forces and providing substantial assistance 
in the defense against aggression by a major power, thus contributing 
to the collective defense of the area. As is generally the case when 
we support the forces of our allies, by maintaining combat-ready 
indigenous units in Korea, we are freeing expensive United States 
forces, which are comparatively limited in number, for duty wherever 
they are most needed in an emergency. 
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Japan, too, is assuming a larger role in our western Pacific defense 
plans. Potentially, she could be our strongest ally in the Far East 
because of her reservoir of skilled manpower and advanced technological 
base. The Japanese ground self-defense force now has assumed full 
responsibility for the land defense of Hokkaido and Kyushu and pro- 
gressively greater responsibility for the ground defense of all Japan. 
Equipped with modern aircraft, destroyers, destroyer escorts and 
frigates, the Japanese maritime self-defense force has continued to 
increase its effectiveness so that it now has both naval-air and sea 
antisubmarine warfare capability. In addition, marked advances 
have been made in harbor defense and minesweeping techniques. 

The Japanese air self-defense force has begun manning and assuming 
responsibility for the air communications and warning sites and the 
antiaircraft artillery installations heretofore operated in Japan by the 
United States Air Force and Army, respectively. This is an accom- 
plishment which is directly attributable to training provided the 
Japanese under the military aid program. 

Despite these encouraging signs, responsible United States officials 
are aware of the gaps in Japan’s defense capabilities. In many 
instances, the Japanese have neither the financial resources in their 
budget nor the advanced technical information required to provide 
adequate means for repelling an armed attack. Therefore, for the 
time being the United States must continue to provide selected equip- 
ment and services under the auspices of the military aid program. 


SOUTHEAST ASIA 


Now, let us examine the situation in another part of the Far East— 
southeast Asia. The free nations in this area assume an importance 
far out of proportion to their size. Thus, although their share of 
MAP funds is a comparatively small one, it is a vital segment of the 
program. 

These nations are the outposts of heavily populated south Asia, 
lie astride the free world’s air and sea communications, furnish numer- 
ous locations for free world bases, the dispersal of which is so im- 
portant if we are to prevent an enemy from destroying our retaliatory 
capability in one, all-encompassing attack. 

Further, southeast Asia provides such indispensable raw materials 
as rubber, jute, copra, tin, tungsten, graphite, petroleum, manganese, 
and bauxite for aluminum, as well as mutually advantageous markets 
and investment opportunities. 

Newly emergent on the world political scene as independent politi- 
cal entities—nationalistic and culturally and socially antithetical to 
communism—the nations of southeast Asia have required our past 
support to resist Communist encroachments; they will continue to 
require United States aid in the foreseeable future. The primary 
purpose of the military aid program for the countries of this area is 
to assist in the preservation of their independence by providing the 
means to maintain both internal security and a limited defense 
against external attack. This modest objective is far beyond the 
financial capacity of the countries themselves. 

Let us examine the individual requirements of each of these nations. 
The number, and quality, of military personnel required to defend 
the independence of Vietnam has not diminished since the Geneva 
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accords of 1954. There’continues to exist{in North Vietnam a power- 
ful Communist regime, dedicated to the policies of world communism, 
which is supported fully by the Red regime in adjacent mainland 
China. The maintenance of mutual security against this threat 
places a heavy burden on the resources of the Republic of Vietnam— 
one which must be relieved partially by United States military assist- 
ance and defense support. 

Similarly, it is imperative we furnish to Laos the means to resist 
the subversive tactics of the Communist-inspired Pathet Lao and to 
provide limited initial resistance in the event of attack by major 
Communist forces. 

Cambodia, too, requires assistance in fiscal year 1959 to enable its 
Government to maintain internal security against an increasingly 
grave Communist subversive threat. 

Thailand, the seat of the Southeast Asia Treaty Organization, and 
the United Nations Economic Commission for Asia and the Far East, 
is a key free world bastion in that part of the world. Capable of 
meeting possible threats to internal security and able to deter and re- 
tard limited external aggression, the Thai forces make a positive con- 
tribution to the collective defense arrangements of the SEATO 
nations. These forces require our assistance in fiscal year 1959, both 
to maintain units-in-being and to enhance the effectiveness of these 
units. 

Traditionally allied to the United States, the Republic of the 
Philippines is important because (1) it is located strategically astride 
shipping and airlanes; (2) it affords sites for indispensable United 
States bases; (3) it is a producer of important raw materials, and (4) it 
is a showcase displaying the benefits of ties with the western democra- 
cies. In equipping the armed forces of the Philippines, the United 
States in the past has emphasized the maintenance of internal security. 
Prior to the advent of Ramon Magsaysay, the Hukbalahaps, a 
Communist-led agrarian guerrilla force, were strong enough to make 
incursions into the immediate area of Manila. Magsaysay, using 
military equipment and other assistance provided by the United 
States, was able to restore and maintain internal peace and order. 

The United States and the Government of the Philippines now are 
directing their attention to developing the capabilities of the Phil- 
ippines’ armed forces for the defense ageinst outside aggression. 
Because the space to be defended is so es it is of the greatest 
importance that the quality of these forces and their equipment be 
of the highest. The United States, as one of the primary bene- 
ficiaries from Philippine security, must do its part toward providing 
for her defense. 

The Southeast Asia Treaty Organization is an instrument of 
collective defense. Familiarly known as SEATO, it constitutes a 
framework both for internal collaboration among the southeast Asian 
countries which we have just discussed and for cooperation with the 
United States, the United Kingdom, Australia, New Zealand, France, 
and Pakistan—the latter group of countries being parties to the treaty 
of the organization. The treaty provides for consultation on measures 
to be taken for the common defense, each of the parties recognizing 
that aggression against one country endangers all of the others. 
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Supplementing the Southeast Asia Collective Defense Treaty is our 
security treaty with Australia and New Zealand [ANZUS Pact], 
wherein each party declares it will act to meet the common danger. 
Neither Australia nor New Zealand is a recipient of grant military 
assistance, but both countries attach great importance to ANZUS. 
It serves to preserve World War II associations with the United 
States and serves as a vehicle for common planning. 

Recently a loan outside the framework of the pact was made by 
the United States to enable Australia to purchase from the United 
States 12 C-130A military transport aircraft. 

Although they have not signed MDAP agreements, the countries 
of Burma and Indonesia are of the utmost importance to our Far 
East collective defense effort. In Indonesia the situation is extremely 
troubled and unsettled. Burma, too, is in a difficult period of her 
history, with continuing problems of internal security. 

It is imperative, then, that the austere program presented for 
approval this year be supported. Expenditures in each of the past 
5 years for the Far East military aid program have averaged approxi- 
mately 40 percent greater than the amount programed, drawing on 
the large reserves built up in early years as the program gained 
momentum. As a result the pipeline of undelivered goods is at a 
minimum. Further cuts will mean an end to the pipeline, which is 
so necessary to insure continuity in the flow of MAP goods to the 
respective recipients. 

In summation, the purposes of the military assistance program in 
the United States-Far East defense effort are 

1. To contribute substantially to the attainment of United 
States foreign policy objectives 
To enhance our allies’ resistance to internal subversion and 
local aggression. 

To achieve these objectives the United States first must provide 
to military aid recipient countries the degree of support required to 
train, maintain, and equip effective forces. It is imperative that 
these military units be sufficient to insure the creation and preservation 
of the climate of confidence and security so necessary for their and 
our continued growth. We believe the program presented here is 
the minimum with which this prerequisite assurance of well-being 
can be attained. 

Acting Chairman Morean. Thank you, Captain Robbins. 

Captain Ropsins. Mr. Chairman, Mr. Shuff has a statement he 
would like to insert into the classified record with reference to ques- 
tions raised by Mr. Pilcher last week. 

Acting Chairman MoreGan. Without objection, it is so ordered. 

We will now hear from Dr. Moyer. 


STATEMENT OF DR. RAYMOND T. MOYER, REGIONAL DIRECTOR 
FOR FAR EAST, INTERNATIONAL COOPERATION ADMINISTRA- 
TION 


Dr. Moyer, I| have a statement made up of three parts. The first 
is a summary of the funds being requested, and the third deals with 
the programs for which we propose to use these funds. The middle 
section takes up various related matters. Withfyourjpermission, I 
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would like to read most of the first and third parts but refer only to 
the highlights of the second. 

On page 9 of the Far East presentation book is a summary of the 
figures for the different countries of the Far East. 

The amount of economic assistance requested for all Far East pro- 
ge in fiscal year 1959 is $634 million, broken down as follows: 

r defense support, $595 million; for technical cooperation, $33 
million; for special assistance, $6 million. 

This overall level of $634 million is $40 million more than the 
amount expected to be available for programs in the Far East under 
the reduced appropriations for fiscal year 1958, inclusive of reappro- 

riated development assistance funds. This $634 million, however, 
is $178 million below the amount made available for programs in this 
region in fiscal year 1957. 


Defense support 

These differences in total aid levels over this 3-year period are at- 
tributable largely to changes in assistance for defense support. The 
amount proposed for defense support in fiscal year 1959 is $63 million 
more than that anticipated for fiscal year 1953. This increase over 
fiscal year 1958 is requested in part to shore up weak spots in certain 
country programs that have resulted from the sharp reduction in 
appropriations for fiscal year 1958. In certain other instance, some 
increase over fiscal year 1958 levels is necessary in order to restore 
aid for defense-support purposes to the level required effectively to 
meet problems toward which these programs are directed. 

To put this increase of $63 million over the low fiscal year 1958 
levels in proper perspective, however, let me point out that even at 
the level proposed for fiscal year 1959 the figure for defense support 
still is about $175 million lower than the amount made available for 
this category of aid in fiscal year 1957 under the broader definition 
which prevailed at that time. 


Technical cooperation 

With respect to technical cooperation, the $33 million proposed for 
fiscal year 1959 is about the same as the level of such assistance heing 
provided during fiscal year 1958, although lower than the amount 
made available in fiscal year 1957. The proposed $33 million pro- 
vides for very modest increases for several countries most in need of 
such assistance, and for somewhat reduced aid in the Philippines and 
Taiwan where technical assistance has been provided over a period 
of years and now can be somewhat phased down. Countries for 
which this form of assistance is proposed include Indonesia and Japan, 
in addition to the seven countries receiving defense support. 


Special assistance 

The $6 million requested in special assistance is mainly for equip- 
ment to internal security forces in certain countries of the Far Kast. 

I might add that in this public statement it is impossible to be more 
explicit, but I will be glad to go into this request during the question 
period. 

Now, for the next part of my prepared statement I am just going 
to touch on a few of the highlights. 

It deals first of all with where we now stand. Money which has 
been made available for past programs in those countries totals about 
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$4.4 billion through 1957, including the $700 million which was used 
for support of the French forces in Indochina. What accomplish- 
ments has the expenditure of these funds helped to bring about? I 
am only going to mention 1 or 2 but I would like to call attention to 
what I think is a very significant fact from the standpoint of overall 
United States interests. That fact simply is that three of these 
countries, Korea, Taiwan, and Victnam remain firmly within the free 
world. We started programs there at times when they were in ex- 
treme difficulty. Their success in staying free of Communist domina- 
tion is due to a number of factors of which not the least has been their 
own vigorous efforts under the leadership of their devoted and coura- 
geous leaders. The United States has given political, military, and 
economic assistance, but I think it is quite safe and accurate to say 
that without economic assistance the story today certainly would be 
very different. 

Mr. Smith referred to improvements in Korea, and I won’t go into 
that; they are listed here. They are very substantial. Conditions 
have improved greatly. 

A similar transformation has taken place on Taiwan which I myself 
witnessed at firsthand, and I won’t go into the details but they are in 
here. 

Now, what problems are there? <A discussion of problems begins 
on page 6, if one is interested, and I am not going to go into these 
either, because they have been adequately dealt with, except to point 
out there are three fundamental ones. First is the large military 
forces beyond the country’s ability to finance, and which they are 
still unable to finance. 

Second is the one described eloquently by Secretary Robertson, 
the inadequate resources for development. And, third, the Com- 
munist economic penetration and attempts at subversion. 

I only want to point out that in the new economic aid programs 
that the Communists have this is only a new gadget in their kit of 
tools. ‘They are still making full use of the old ones such as attempted 
subversion by the various ways in which they try to create difficulties 
and eventually take over the countries from within. The latter is 
true and important in countries not receiving Communist economic 
assistance, as well as those receiving it. 

On page 8 I have a statement with regard to alleged waste and 
mismanagement. I understand that a week from today Mr. Smith 
is to spend the afternoon on this subject, and I am not going to go 
into detail here. 

I would like, however, to point out 1 or 2 things which this state- 
ment contains. Up until yesterday—we had a list of questions 
submitted to ICA by this committee totaling somewhere around 90 
questions, I believe. Since there have been many criticisms of 
projects I took out of these lists the projects included for several 
different countries. One of them is Korea, in which, as we all know 
certain projects have been subject to criticism. I would like to tell 
you what I found. There were four such projects in these lists. 
These four included $35 million for the fertilizer plant in Korea. I 
would not agree that this is a waste of money. There were problems, 
and if we knew then what we know now surely a number of things 
would be done differently; but I think if we knew now only what was 
known then the decisions would not be made very differently. And 
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I am convinced also that this plant will make a very substantial 
contribution to the economy of Korea. 

Now, the whole amount obligated for these four projects came to a 
maximum of $44 million. I say a maximum because we were not 
able to determine a precise figure in one of these cases. It was 
not above $44 million. But even if the fertilizer plant is included 
in the list, the value obligated for these projects represents about 4 
percent of the total made available for programs in Korea during this 
time. 

If you take out the fertilizer plant—in fact, I don’t agree that any 
of these four projects are not economically useful, I believe they are 
defensible. ‘There may have been some mistakes, but I think they 
all will turn out to be useful projects. 

But taking out just this one, the fertilizer plant, the percentage is 
less than 1 percent of the total amount made available to Korea during 
this time. 

We made the same calculations in the case of the Philippines, and 
for all the projects questioned the percentage is less than 1 percent. 

I think it is worthwhile to consider these statistics. In my opinion 
they make clear that hasty judgments concluded from projects 
criticized that widespread waste is occurring are not warranted, 
remembering also, the number of things that are right with these 
programs that I have not brought out. 

(Security deletion.) 

Dr. Moyer. I would also like to point out that we are not by any 
means content just to correct mistakes after they have been made. 
We have been doing a great deal, I feel, over the past several years to 
prevent mistakes. In our 9 Far East countries where there are 
significant programs—this is on page 11 of my statement—6 of these 
9 countries have already been examined by teams under the ICA 
evaluation unit headed by Mr. Wood, and recommendations for im- 
provement coming out of these studies are now being put into effect. 
By the end of this year each Far East mission will have completed a 
project-by-project review of all projects in the pipeline, to weed out 
those which might have been ill conceived or overtaken by changing 
conditions, and to reshape others if changes should be made. 

For several years we have been emphasizing better programing, 
in a serious effort to assure that programs are related closely to objec- 
tives, and that projects are concentrated on a solution of the im- 
portant problems that have to be solved if these objectives are to be 
achieved. 

A little over 2 weeks ago I returned from a trip during which 
I visited 5 Far East countries. My very strong impression is that 
efforts to improve these programs are bearing fruit, that they have 
been substantially improved, and that still greater improvement 
will be forthcoming from efforts that are continuing. 


Il. Important RELATED MaTrTrers 


Before going more specifically into the programs for which these 
funds are requested, I want to discuss several general matters in 
which I believe this committee is interested. 
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1. WHERE WE NOW STAND 


First, | propose that we take a look at some of the accomplishments 
thus far, and at the major problems these countries still face. In 
their present form these programs started toward the end of fiscal 
year 1950. Since that time varying kinds of programs have been 
undertaken in 10 different countries of the Far Kast, as changing 
conditions and emerging problems made them desirable in the United 
States interest. From their beginning through fiscal year 1957 funds 
made availabie for these programs total approximately $4.1 billion. 


(a) Accomplishments 


What significant accomplishments has the expenditure of these 
funds helped to bring about? 

From the standpoint of overall United States interests, the out- 
standing accomplishment, I believe, is the fact that three key countries 
of this area, which faced serious difficulties endangering their freedom, 
today remain firmly outside the Communist orbit. I refer to Korea, 
Taiwan, and Vietnam. 

The significance of this fact is better realized if we recall the problems 
faced by Korea, devastated by war and forced to maintain an army 
far beyond its own financial capabilities; by Taiwan, also disrupted 
by war and supporting large military forces on a small island with 
limited resources, and by “the newly independent Government. of 
Vietnam, taking over authority with dissident forces still in control of 
important sections of the countryside, and confronted with problems 
clearly beyond their ability to handle unaided, in particular the 
influx of 660,000 civilian refugees that had fled from Communist 
North Vietnam. 

The success achieved by these countries in averting the dangers 
inherent in these situations is the result of a number of factors, of 
which not the least has been the efforts of their own devoted and 
courageous leaders, supported by their people. Political, military, 
and economic support from the United States has aided and strength- 
ened these efforts. Of the help extended by the United States, 
economic assistance has been only one form; yet, in each of these 
three countries I believe it can fairly be said that without such as- 
sistance the story today would be a very different one. 

In this connection, it may not be inappropriate to recall that in a 
war to prevent just one of these countries from falling under Com- 
munist domination, the United States spent in the neighborhood of 
$18 billion, and suffered 143,000 casualties. 

A second major overall accomplishment to be remembered, in con- 
sidering whether or not the United States has gotten value received 
for its investment of $4.1 billion, is the fact that this assistance has 
helped maintain, without serious economic consequences, the 1.8 
million men in the armed forces of free countries around the perimeter 
of Communist China, while they were being strengthened through aid 
under the military assistance program. 

Countries that have received the bulk of the economic support are 
largely agricultural, with industry and commerce undeveloped, and 
with low per capita incomes and taxable resources 

Without economic assistance in large amounts, damaging inflation 
would inevitably have led to deterioration under which an effective 
military effort would not have been possible. 
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Turning now to improvements in specific economic situations let us, 
as an example, take the case of Korea. Members of this committee 
are familiar with the great difficulties experienced by the Republic of 
Korea in its early years when this program began. Some of you 
visited Korea during that period and saw its economy virtually at a 
standstill, many of its people wearing castoff GI uniforms, without 
employment, and with the shops bare of goods and inflation rampant. 

You heard at firsthand, also, of the Korean Government’s intense 
desire to end inflation and build up the economy so that the country 
would be less dependent on others. 

Korea still has major economic problems, but any of you going there 
today would see vast improvements, in the living conditions of the 
people, and in the growing strength of its economic foundations. 

A particularly noteworthy achievement is the progress made in the 
control of inflation. As the result of stringent measures taken by the 
Government to enforce sounder fiscal and monetary policies, with 
large amounts of aid from the United States, the price level at the end 
of 1957 was lower than at the close of the preceding year, for the first 
time in 5 years. 

By contrast, the wholesale price index at the end of 1956 had risen 
46.2 percent over that at the end of 1955. 

These improvements in Korea parallel those which I myself wit- 
nessed taking place in Taiwan. Under the able leadership of Chinese 
Government officials, aided with substantial economic and technical 
assistance from the United States, the damage of war was repaired, 
rampant inflation was brought under control, agriculture was reha- 
bilitated, and industry was expanded substantially. 

Government revenues increased 90 percent during the period 1950 
to 1957, calculated on the basis of constant prices. This increase in 
its revenues enabled the Government to finance an increasing propor- 
tion of its total expenditures. 

Wholesale prices rose only about 3 percent during 1957, as compared 
with more than 90 percent in 1950. The production of rice in 1957 
was 31 percent over the highest level attained under the Japanese, 
taking care of the consumption needs of the increasing population. 
The level of industrial production in 1957 was estimated to have been 
71 percent higher than in 1952. Exports rose 30 percent during the 
same period. 

In our programs of technical assistance, sometimes supplemented 
with defense support aid to accelerate progress, significant accomplish- 
ments also have been attained. 

In the support of the program of rural improvement in the Philip- 
pines, the United States has given assistance to rural health centers, 
the construction of feeder roads, the digging of village wells, and the 
development of a self-help community development program. 

As another example, through the financing of five affiliations 
between Indonesian and American universities, we are _ helping 
Indonesia strengthen key training institutions in medici ine, engineering, 
agriculture, and vocational education, thereby helping reduce the 
present extreme shortage of trained personnel. 

From all countries in the Far East, more than 7,000 students 
and officials have been brought to the United States for specialized 
training under these programs. 
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Increasing numbers also have been helped to receive training in 
other countries of the area, mainly Japan, Taiwan, and the Philip- 
pines and Thailand. 

Between 1955 and 1957 the number arriving in countries of the area 
for such training rose from 161 to 439. 


(b) Continuing problems 


In spite of very substantial accomplishments, which the above illus- 
trate, most of the problems giving rise to the need for these programs 
initially are still present in serious form. 

Large military forces beyond the country’s ability to finance: The 
past year has seen some reduction in the cost of the armed forces of 
at least one country in the area, but, as long as military forces approxi- 
mating current levels are maintained, substantial reductions in the 
cost are not to be expected as the rule. 

On the contrary, as armed forces are modernized and new installa- 
tions added, the effect is likely to be an increase in expenditures. 

This has been the case in Taiwan, where the increased revenues 
made possible by improved economic conditions have financed the 
increase in military costs, permitting the United States contribution 
to remain at approximately the same level. 

Inadequate resources for development: Seven of the ten countries 
receiving assistance in these programs in the Far East achieved their 
independence since World War II. Independence, however, leaves 
them with serious problems for which the only fundamental solution 
is economic development. On such development must depend the 
higher living standards increasingly demanded by their citizens. 

Faced with many competing urgent demands for very limited 
financial resources, their only hope of becoming independent of out- 
side financial assistance lies ultimately in an increase of their agricul- 
tural and industrial production, to provide more of the goods they 
need and to broaden the tax base from which they can derive revenues. 

The recognition of this need now varies among the countries of 
Asia, but its importance forces all of them increasingly to find ways to 
achieve it. In the last analysis, without such development they are 
not likely to succeed in maintaining their independence and the 
position of dignity among the nations, to which they deeply aspire. 

Communist economic penetration and attempts at subversion: The 
problems faced by free countries of the Far East today would be 
enormous under any set of external circumstances. They have 
become much more difficult, and more dangerous both for them and 
for the United States, because of the present effort of international 
communism to bring these countries under Communist control. 

One of the important elements in this effort is the extension of 
economic assistance on an expanding scale—a subject which has 
already been fully discussed before this committee. In the Far East, 
Communist aid is now being given to Cambodia, Burma and Indonesia. 
It also has been offered to Laos. 

In taking up the new weapon of economic aid, however, the Com- 
munists are not giving up old ones, especially in countries to which 
they are not giving such aid. 

One older weapon is the effort to exploit the success which Com- 
munist China claims to have achieved in its economic development, 
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but neglecting to mention the forced labor and other harsh measures 
employed. 

Despite firm efforts of governments to control subversion, Com- 
munist agents are also endeavoring in many countries to foment 
discord, spread confusion, and capitalize on issues which can be used 
to create dissatisfaction among the people. 

These are the continuing problems. They are the reason for recom- 
mending continuing economic aid. They are the targets at which 
such aid is directed. These problems remain so serious that, without 
the economic assistance recommended, we believe it would not only 
be impossible to achieve the objectives sought in the years ahead, 
but that the gains resulting from past programs would be quickly 
wiped out. 

2. ALLEGED WASTE AND MISMANAGEMENT 


At this point I want to refer to allegations that have been made 
of waste and mismanagement in the handling of aid funds, which 
properly are of great concern to this committee and to all of us. 

Yesterday Mr. Smith discussed this subject on a worldwide basis. 

Today, 1 want to bring out certain facts concerning this question 
in the Far East. 

Over the past several days the ICA has received from this committee 
lists of criticisms that have been made of the aid program, which 
have come to its attention. These lists contain reference to projects. 
We have taken from these lists the projects mentioned under two of 
the countries of the Far East which I thought might be typical, 
comparing the amount of funds obligated for them with the total 
amount made available for the country program through fiscal year 
1957. 

One country selected is Korea, for which there are four projects in 
these lists. These projects involve the obligation of a maximum of 
$44 million, though time has not permitted a determination of the 
precise figure. I believe that all of these projects are defensible. 
Included among them is the urea fertilizer plant, for which about 
$35 million has been obligated. All of those who have been concerned 
with this project I am sure would agree that, were this project to be 
considered in the light of all the knowledge we have now, it would be 
done differently in a number of respects. Knowing the conditions 
under which the decisions first were made, however, I feel confident, 
were the decisions to be made under exactly the same circumstances, 
that they would not differ very substantially from the ones originally 
made. If this large project is left in the list, the funds obligated for 
the 4 constitute about 4 percent of the total aid to Korea during this 
period. If removed from the list, the percentage is less than 1 percent. 

In the case of the Philippines, the funds obligated for projects 
financed with United States funds, included in these lists, represent 
six-tenths of 1 percent of the funds made available for the total 
program in the Philippines. 

Obviously, there are limitations in the use of such statistics as 
evidence of the amount of waste which may be present in these 
programs. At the very least, in my opinion, they make clear that 
hasty judgments concluding that they mean widespread waste are 
not warranted, remembering the great size of this program and the 
many things that are right with it as brought out by many witnesses. 
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I am aware, of course, that criticisms also have been made of other 
elements in the management of the aid program, such as of unrealistic 
exchange rates, of gr. aft and corruption in the handling of aid goods, 
and of goods piling up in warehouses. In matters such as these 
perfection is not claimed, any more than it is in judgments concerning 
the worth and soundness of projects. Anyone familiar with the 
situation in the Far East, however, knows how difficult some of these 
problems have been under the conditions obtaining over the past 
few years, and what limitations are often imposed ‘by a variety of 
circumstances on the ability of an outsider to bring about changes in 
delicate matters requiring host country action. I can assure the 
committee that we are alert to problems such as these, and that 
serious effort is exerted to bring about improvements when it is 
determined that they are called for. [Security deletion.] 

Mr. Smith has made clear that the action of ICA in this whole 
question extends far beyond its attempt to correct mistakes after 
they have been discovered. Important positive steps also have been 
instituted over the past several years to prevent mistakes from oc- 
curring. In the Far East, 6 of our 9 country programs have already 
been examined by teams under ICA’s Evaulation Unit, and recom- 
mendations for improvement coming out of these studies are now 
being put into effect. By the end of this year each Far East mission 
will have completed a project-by-project review of all projects in the 
pipeline, to weed out those which may have been ill conceived or over- 
taken by changing conditions, and to reshape others if changes should 
be made. For several years we have been emphasizing better pro- 
graming, in a serious effort to assure that programs are related closely 
to objectives, and that projects are concentrated on the solution of 
the important problems that have to be solved if these objectives are 
to be achieved. 

A little over 2 weeks ago I returned from a trip during which I 
visited 5 Far East countries. My very strong impression is that 
efforts to improve these programs are bearing ‘fruit, that they have 
been substantially improved, and that still greater improvement will 
be forthcoming from efforts that are continuing. 


III. Prorposep Fiscat YEAR 1959 PrRoGrRAmMs 


Dr. Moyrr. Now, let me turn to the specifics of the programs 
which we proposed for fiscal year 1959. 

A glance at the table on page 1 of the presentation book on the 
Far East reveals one significant aspect of these programs—their great 
diversity. It is asserted sometimes that programs are too much like 
carbon copies of each other, without sufficient allowance being made for 
differences in objectives, local problems, and needs. That cannot be 
said of programs in the Far East as a whole, which range from a pro- 
ductivity program on the European pattern, in Japan, to a massive 

rogram concerned with nearly every aspect of the economy, as in 
one These programs clearly are not the result of a shotgun 
approach. They are tailored to conform, country-by-country, to the 
United States objectives shared by the country , to the major problems 
which it is agreed the United States will help solve, and to the need of 
the country for assistance. 
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1. DEFENSE SUPPORT 


Economic assistance in the Far East is largely defense support. 
Of the $634 million total economic assistance requested for fiscal year 
1959, $595 million, or nearly 94 percent, is in this category. This 
represents about 71 percent of the defense support aid being proposed 
worldwide. 

With regard to defense support, I would like to emphasize, as 
Secretary Dulles said in a recent statement, a military base is a liability 
rather than an asset, unless surrounded by friendly people. That is 
equally true of a military force. 

A very specific illustration of this fact in the Far East was seen in 
what happened just a few years ago in Indochina when the French 
armies, aided with very substantial military and economic assistance 
from the United States, were unable to pacify that area and defeat the 
Communist forces. Clearly, armies alone were not enough. So that 
defense support, in order for the military forces to operate effectively, 
we feel clearly must contain assistance beyond that, helping meet 
certain needs of the people and do other things necessary to maintain 
economic and political stability, without which military forces cannot 
be effective. 

I want first to make clear our understanding of the concept of 
defense support as applied to these programs in the Far East. As 
defined in the presentation book giving worldwide summaries, defense 
support is that economic assistance which is required, in addition to 
military assistance, in order to assure some specific contribution to the 
common defense by another country in which military aid is helping 
to support significant military forces. This statement also makes clear 
that fundamental to the whole concept of defense support is the basic 
assumption that significant contributions to the common defense can- 
not be secured in the absence of a certain minimum degree of political 
stability in the country concerned, and that therefore it is one of the 
essential purposes of defense support to help assure that such mini- 
mum stability is created and maintained. 

In a recent statement, Secretary Dulles pointed out that a mili- 
tary base is a liability rather than an asset unless surrounded by 
friendly people. The same can be said of a military force. No coun- 
try can make an effective contribution to the common defense, no 
matter how large its military forces, if political and economic condi- 
tions are such as to endanger its loss through subversion or civil dis- 
order. 

A specific illustration of this fact in the Far East is seen in what 
happened only a few years ago, when the French armies in Indochina, 
aided with very substantial military and economic assistance from the 
United States, were unable to pacify that area and defeat the Com- 
munist forces. Clearly, armies alone were not enough. 

For such reasons, defense-support programs in the Far East include 
more than the financing of commodities which are needed to meet 
normal consumption and production requirements, in order to main- 
tain economic stability and generate local currency counterpart funds 
for military budget support or other purposes. Defense-support as- 
sistance also extends to a wide range of projects, believed equally 
necessary. ‘These projects include the improvement and construc- 
tion of highways, airfields, railways, and harbors, which have military 
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as well as economic significance. They may also include quite differ- 
ent forms of projects, related to the welfare of the people, to the extent 
deemed necessary for the maintenance of economic and political sta- 
bility. With populations increasing, it 1s sometimes necessary to 
include projects helping increase productive capacity, in order to 
avoid deterioration in economic conditions. 

Thus, there is not necessarily any distinction between the kind of 
project ‘included under defense support and the kind financed from 
the Development Loan Fund, or other sources such as the Export- 
Import Bank and the International Bank for Reconstruction and De- 
velopment. The distinction is in the purpose. 

Now, applying these general principles to specific countries, let me 
take up, first, a group of three countries which have somewhat similar 
problems and ¢ onsequently similar programs: Korea, China (Taiwan), 
and Vietnam. 


(a) Korea, China (Taiwan), and Vietnam 

In all three countries the objective of the programs is to help these 
countries do what is necessary to maintain political and economic 
stability, while supporting large armed forces in the interest of our 
common defense. Of necessity, therefore, economic assistance to 
these countries relates to the whole range of problems involved in 
maintaining such stability, to the extent that the country itself is 
unable with its own resources to cope with the problem and desires 
help in solving it. 

The amount of aid proposed for these countries combined, in fiscal 
year 1959, is in the neighborhood of 80 percent of the economic assist- 
ance in all forms proposed for the Far East as a whole. I therefore 
will go into these programs in greater detail than I shall for the re- 
maining countries. 

You will note on page 9 of the Far East presentation book a table 
indicating the specific amounts proposed for these countries, in com- 
parison with the amounts in fiscal years 1957 and 1958. 

About 77 percent of the total amount requested for Korea, China 
(Taiwan), and Vietnam is to be used to finance the import of com- 
modities which they cannot finance with their own foreign exchange, 
in order to control inflation and generate the local currency that is to 
be devoted to military and economic purposes. Some $87 million of 
this form of aid will be spent for surplus agricultural commodities, for 
which the Commodity Credit Corporation will be reimbursed. A 
large amount will be spent for fertilizer, mainly for Korea, as well as 
for textiles. Chatsicale raw materials, and semifinished products, 
electrical equipment, iron and steel materials, and machinery and 
equipment—trelated for the most part to the maintenance of pro- 
duction—make up close to one-fourth of the total amount. 

The remaining 23 percent of defense-support funds is programed to 
meet the foreign-exchange costs of specific projects. The kinds of 
projects vary with the state of development and the needs of the par- 
ticular country. In Taiwan, the most urgent need is for electric power, 
which now is a bottleneck to the further development of industry 
producing essential goods and giving employment. ‘Therefore, about 
60 percent of the funds proposed for project aid is programed to help 
expand the production and distribution of electric power. A substan- 
tial part of the balance will provide equipment to improve the opera- 
tion of the railways and telecommunications. 
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In Korea, where a wide variety of needs still exists, the proposed 
projects are more varied. ‘The two largest single items are for further 
dieselization and other improvements in the railway system, and for 
expansion of electric power. The program also includes aid to help 
increase agricultural production, through improving irrigation facili- 
ties. Some additional assistance is provided to small- and medium- 
size industries, under private management. 'To meet the continuing 
urgent need for housing, there is a substantial amount for construction 
materials. 

In Vietnam, one-half of all the project funds requested will provide 
further aid to highway improvement and construction, meeting a need 
urgently felt for both military and economic reasons. Substantial 
sums also will go to expand medical and health services and training, 
and to improve the civil police forces, reflecting the importance of 
measures to combat Communist attempts at subversion. 

In the next two pages I have given in simple terms the theory of 
how we reach the level of aid. In the discussion T will be glad to 
illustrate and answer any questions that any of you might have ‘specifi- 
cally as to how we have gone about this process. 

How did we determine the aid levels proposed for these programs? 
Why these levels of aid, rather than some other? Some appear to have 
the impression that, in effect, aid levels are picked out of thin air. 

In simple terms, the process of determining the level of defense 
support for imports of salable commodities began with the calculation 
of the overall requirements for goods and services which must be met 
in order to preserve reasonable economic stability in the country, 
while maintaining its large military forces. The kinds of goods that 
had to be taken into consideration in making this calculation are those 
essential to the maintenance of consumption and the country’s 
productive facilities, in the amounts required to avoid serious inflation. 
Account then was taken of the extent to which these requirements 
could be met with the country’s own resources, or from such external 
sources as Public Law 480. The difference between the two represents 
approximately the level of salable commodity imports which will be 
required in United States assistance—in the form of nonproject aid. 

The proposed level of project aid represents our estimate of the 
amount needed to enable domestic production to keep pace with 
population growth, and to provide certain basic public facilities and 
Government services which, while not immediately productive, are 
necessary for the effective operation of the country’s military forces 
and to maintain the degree of political stability required for a success- 
ful defense effort. The level recommended also depends on the extent 
to which reasonably well-formulated plans and the personnel to 
carry them out are available. 

These determinations, of course, cannot be made with mathematical 
precision, nor do we claim that they are. Assumptions must be made 
with regard to many factors which are difficult to predict, such as the 
extent to which agricultural production may be affected by adverse 
weather conditions, the foreign exchange likely to be available from 
exports, Government monetary and fiscal policies, and changes in 
needs that may arise out of changing political conditions. The 
weight given to each of the many factors involved in these overall 
calculations must of necessity vary considerably from country to 
country, because of differing conditions. These differing conditions 
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explain the variations that are seen in the levels of nonproject and 
project aid, and in the different uses of the aid under each category, 
among the various countries. 

In Vietnam, for example, the need for local currency to meet 
deficits in the military budget and to help finance the local costs of 

rojects which we have agreed to aid is of such importance that the 
evel of nonproject assistance must be adequate not only to meet the 
country’s import requirements but to assure that sufficient local cur- 
rency will be on hand when needed to meet these requirements. 
This element is of even greater importance in some of the other 
countries in the Far East, such as Cambodia and Laos. 

Thus, while statistics and mathematical calculations enter into the 
the determination of aid levels, decisions for the different countries 
must of necessity involve a large measure of judgment, based on inti- 
mate knowlege of the situation and experience over the years. In each 
instance, however, the level of defense support proposed for fiscal year 
1959 represents the minimum of external assistance believed to be 
required in order to achieve the military, economic, and political 
results upon which attainment of the common defense objective de- 
pends. ‘The economic assistance needed to meet the larger require- 
ment for sustained economic growth is expected to come from other 
sources, such as the Development Loan Fund. 


(b) Cambodia and Laos 


In Cambodia and Laos, programs have to take into account special 
circumstances arising out of political developments. In Laos, con- 
sideration has to be given to the effect which is being created by 
integration of the Pathet Lao into the Royal Lao Government, and 
its legalization as a political party. In Cambodia, we have to con- 
sider the effects of operating United States programs of economic 
assistance in close contact with Communist programs of economic aid. 
Communist China has supplied some of its promised aid in the form of 
imported commodities generating counterpart, which it permits the 
Cambodian Government to distribute to provincial governments for 
small irrigation projects, the construction of schoolhouses or other 
locally desired projects, entirely at its own discretion and without 
supervision. Other Communist aid to Cambodia includes a promise 
from Soviet Russia to construct and equip a large modern hospital, 
expected to cost about $5 million. 

As in Korea, China (Taiwan) and Vietnam, programs in Cambodia 
and Laos include provision for substantial support to meet the cost 
of military forces. This support, in the case of Laos, has amounted 
to 100 percent of the total cost. Such assistance, in the case of 
Cambodia, is being provided through the import of commodities 
generating local currency. In Laos, while the local currency required 
is in part provided through imported commodities in the regular 
manner, we have not yet succeeded in generating local currency fast 
enough with this device; so that it has been necessary to continue 
the use of cash grants for a part of the requirement for this form of aid. 

An important objective of United States economic assistance in 
these countries is to provide a manifestation of our determination to 
aid free nations that wish to remain free, and to do this in such a way 
that the country is enabled actually to pursue a course which brings 
about that result. Accordingly, in addition to providing assistance 
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neededjto maintain military forces, the program proposed for Cam- 
bodia will give defense support assistance providing local currency 
support to expand elementary and vocational education, to develop 
agricultural credit and an extension service, and to expand irrigation. 
Accelerated progress in these fields, which are very important to 
Cambodia, will make the benefits visible more quickly. It is not now 
contemplated that further large projects, such as the Port Highway, 
will be included under defense support programs, although the 
Cambodian Government may wish to request help for such projects 
under the Development Loan Fund. 

With respect to the project portion of the program proposed for 
Laos, the fluidity in the situation presents an unusual need for flexi- 
bility, to move in whatever direction conditions may indicate. It 
might happen, therefore, that the program eventually carried out will 
vary from the one presented here. No change in major outline, 
however, is expected. In addition to support of the military and 
police forces, it is planned that dollar and local currency funds will be 
concentrated on the improvement and construction of additional high- 
ways, and on a major effort to help the Lao Government organize 
and carry out an effective effort getting benefits directly to the people, 
in order to combat increasingly strong Communist efforts at subversion 
in. the countryside. Small additional aid is planned to help gradually 
strengthen Government administration and the important Government 
services. 


(c) The Philippines and Thailand 


The economic situation in the Philippines and Thailand differs 
substantially in certain respects from that in the countries to which I 
have already referred. In both countries, natural resources in relation 
to population are relatively favorable. While both have budget and 
foreign exchange problems, these are not as critical as in the case of 
Korea, for example. Their needs are for improvements in certain 
aspects of their current economic situations and for progress in their 
development, enabling them to take leadership in strengthening the 
free world position in southeast Asia as they have been doing, such 
as through their participation in SEATO. 

To help achieve their needed development, they have obtained 
loans from the Export-Import Bank and the International Bank for 
Reconstruction and Development. They also have obtained sub- 
stantial foreign private investment, particularly in the Philippines. 
For the further external assistance needed for deve ‘lopment purposes, 
they may be expected to request loans from the Development Loan 
Fund, as well as from these other sources 

Continuing modest assistance under defense support, however, is 
essential to enable these countries effectively to continue making their 
important contributions to the common defense. C urrently, the 
Philippines is in difficult circumstances economically, of which one 
manifestation is the fact that its foreign exchange reserves have been 
reduced to well below what has been thought a safe margin. The 
Philippines is confronted with the need to undertake certain special 
expenditures for defense installations, which are of interest also to the 
United States. In the case of Thailand, the need for increasingly 
heavy internal expenditures has resulted in a stringent budget situa- 
tion, which would require cessation of most of the activities now being 
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carried out with United States economic assistance were that assistance 
to cease. 

For the program proposed in the Philippines, therefore, more than 
half of the funds requested are to finance the import of commodities 
generating pesos for the construction of military training camps and 
air-defense facilities. The balance of the funds will be devoted to 
projects strengthening internal economic and social conditions, largely 
in community development and related activities but including 
small amounts for the further developments of strategic mineral 
deposits and the improvement of industrial research facilities which 
help build up foundations essential for investment and necessary 
economic growth, 

In Thailand, approximately one-half of the funds proposed for 
defense support will be utilized in continuing assistance to the con- 
struction of two principal highways, one going north from Bangkok 
to the Lao border, important to Laos as well as Thailand, and a second 
going in an east-west direction toward the north of Thailand. The 
importance of highways in Thailand is better understood when it is 
realized to what an extent, in the past, Thailand has depended on 
small canals for transport. In miles of highway per 1,000 square miles 
of area, Thailand is among the lowest in the Far East, having 30 road 
miles per 1,000 square miles of territory compared with 165 in the 
Philippines, 240 in Korea and 1,020 in the United States. Both of 
these major highways have military significance. They also are ex- 
pected to become of immense value to Thailand from an economic 
and political point of view through opening up and connecting areas 
now inadequately linked. 

The balance of the funds proposed for Thailand will be used to 
help develop sources of ground water for the economically depressed 
and politically vulnerable northeast, and to provide local-currency 
assistance for agricultural credit and the diversification of agriculture, 
largely in the same region, and for civil-police administration. 


2. TECHNICAL COOPERATION 


Technical cooperation, in countries receiving defense support in 
the Far East, cannot be considered as an activity apart. It is just 
one of the several tools available to help meet the difficult and complex 
problems with which these newly developing countries are confronted. 
There is, moreover, an added urgency in the need for technical assist- 
ance in countries receiving defense support, because of the large 
amounts of United States economic assistance being given some of 
them which, in the last analysis, these countries themselves administer. 
Their need for technical and administrative competence, therefore, 
extends over the whole range of responsibilities with which they have 
to deal, from such things as the formulation and management of bud- 
gets to the building of a cement factory or the development of an 
agricultural or a health program. 

To illustrate what would be done with the $33 million requested 
under technical cooperation for fiscal year 1959, let me speak of several 
of the newer developments. 

One such development, of significance, is the National Training 
School for rural school teachers in Cambodia, for which continuing 
assistance is proposed. The desire for education is one of the notable 
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features of that country, and elementary schools largely on a self-help 
basis have been springing up everywhere. The number is well beyond 
that for which the country can supply trained teachers. With assist- 
ance in these programs the Cambodian Government has established a 
national training center, not to meet the entire demand for teachers, 
but to train as many as it can and, at the same time, so to train 


them that the graduates of the school will gradually set the pattern | 


for elementary education and the services of the elementary schools 
throughout Cambodia. 

I visited that school about a month ago and was greatly impressed 
with the intelligence and vigor with which its administrators are 
going about their task. As an indication of its popularity, some 800 
applicants took examinations in 1958 for the 150 students which the 
center was able to admit. And I can’t help commenting how eagerly 
the Communists would seize on the opportunity to shape the ele- 
mentary education in Cambodia. We are in there, and I think it is 


one of the most significant programs in the long run, and our aid is | 


being very strongly welcomed. 


Another interesting development is the trend in technical assistance | 
in the Philippines. The amount to be made available for such as- | 


sistance in fiscal year 1958 will be about $1 million less than in fiscal | 


year 1957, and another $1 million reduction is recommended for | 
fiscal year 1959. This does not mean that technical assistance to the | 


Philippines is to be ended. It does mean that the purpose of this 


assistance in a number of projects is being achieved, and that assistance | 


to such projects therefore is being phased down or eliminated. Certain 
new needs may be expected to arise as the development of the Philip- 
pines advances. But the trend here illustrates our general intention 
to bring specific projects to an end when the purpose has been ac- 
complished, and to adjust the program to needs as the situation 
changes. 

Another interesting development is the progress achieved in the 
productivity program in Japan, built on the European pattern. 
The purpose of this program is to help Japan more quickly catch up 
with new advances affecting production, so that, while special United 
States dollar earnings still continue, that country can strengthen its 
economy in ways which will increase its ability to meet its serious 
fundamental economic problems when these earnings cease. A total 
of 107 study teams have already gone overseas in this program, in 
industry, labor, small business and various specialties. The benefit 
which Japan derives from these teams is multiplied by a practice of 
these teams, upon their return, of writing and circulating reports, 
and holding meetings in the major cities of Japan where they report 


their experience and findings. One important result has been that | 
the concept of expanding production, with benefits shared equitably | 
by management, labor and the consumer, has now become wide-| 


spread in Japan. Another is the better understanding created among 
groups in industry and labor of the United States and its economic 
system. A better understanding of labor organization and labor- 
management relations in a democracy also is being created by labor 
teams, exerting a favorable influence on the leftist-dominated labor 
movement in Japan. 
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CONCLUSION 


To conclude, in brief, the programs which I have attempted to 
describe are designed to help countries of the Far East, needing and 
desiring such help: 

1. To support, without damaging inflation, military forces which 
they are unable to support out of their own financial resources; 

2. To maintain the economic and political stability which is neces- 
sary if these countries are to continue, effectively, to make their 
contribution to the common defense: in armed forces; military bases of 
vital concern in United States defense plans; and participation in 
mutual security arrangements; and 

3. To strengthen the ability of their people to cope with the vast 
problems faced in meeting dangers affecting their security, and in 
making progress with development. 

The needs for these programs have been examined with great care. 
We believe that the sums requested for them are necessary if the 
objectives for which they have been designed are to be achieved. 

Acting Chairman Morgan. Thank you, Dr. Moyer. 

On page 2, under “Special assistance,” the $6 million requested 

in “Special assistance,’ you say, is mainly for internal security. 
What countries are involved? 

(Security deletion.) 

Acting Chairman Morcan. Dr. Moyer, you say that 71 percent 
of our defense support funds on a worldwide basis go to the Far East. 

Dr. Moyer. Yes, sir. 

Acting Chairman Morcan. What countries received the major bulk 
of the defense-support funds under this program? 

Dr. Moyer. Eighty percent of it is going to the three countries, 
Korea, China (Taiwan), and Vietnam. 

Acting Chairman Morcan. Who gets the most, Korea? 

Dr. Moyer. Korea gets the most, Vietnam second—also very 
large. 

[Security deletion.] 

Acting Chairman Morcan. How does that compare with the last 
year’s amount? 

Dr. Moyer. I haven’t totaled these three but I can give them one 
by one. 

By last year, you mean 1958 or 1957? 

Acting Chairman Morcan. 1958. 

Dr. Moyer. In the case of China, $57 million is available this year. 

Acting Chairman Morcan. In comparison to [security deletion]. 

Dr. Moyer. Yes. 

In the case of Korea, $215 million is available in fiscal year 1958 
[security deletion]. 

In the case of Vietnam, 175 is available in fiscal year 1958 [security 
deletion]. 

Acting Chairman Moraan. There is an increase in each one of 
those three countries? 

Dr. Moyer. Yes, sir. We feel the 1958 levels are too low. 

In the case of China, in fact, they may be dangerously low. The 
additional sums requested are partly to correct these weaknesses and 
partly to put them on a level which we think is the minimum required. 
And I might point out—in fact, I have already done it—the amounts, 
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although somewhat over the 1958, are very much below 1957. About 
$175 million lower than 1957. That helps to put it in better 
perspective. 

And raising the total for the area by just difference—tt is roughly $60 
million difference—we think it is the minimum that should be pro- 
vided. 

Acting Chairman Moraan. The increase will be $60 million? 

Dr. Moyer. $63 million for the 7 countries. 

Mr. Rozsertson. Mr. Chairman, may I say this: take Korea, for 
instance. It was $215 million in 1958, and we are asking for [security 
deletion] in 1959. But we requested $270 million in 1958. This $215 
rn was a cut figure. It was cut $55 million below what we asked 
or. 

Acting Chairman Morean. What were the other cuts? 

Dr. Moyzr. In Vietnam last year we requested $225 million, and 
we were able to get only $175 million, so there is a $50 million cut there, 

In the case of China, we requested $68 million, and we got $57 
million. 

Acting Chairman Moraan. You feel that the cuts made in the 1958 


| 


rogram, then, have definitely slowed the program down, Mr. Secre- | 
D> « | 


tary? 

. Mr. Ropertrson. Yes. As I say, we did not get the effect of the 
cut immediately. We will get the effect in the period we are now 
entering, as we are coming into this period. Unless the low pipeline is 
replenished it will have a very damaging effect. 

Acting Chairman MoreGan. Mr. Vorys—— 

Mr. Vorys. Mr. Moyer, you started on page 16 and said, ‘‘Process 
of determining the program,” and then you didn’t give any figures. 
We had an exercise this morning along that line that was, at least to 
me, a lot of generalities that didn’t mean anything. 

I remember at times in the past, we have had figures on balance of 
payments and statements and extrapolations that burdened us, and 
we didn’t study them very much. But I wish you could just take 
one program—not now, but take one program for one country and 
start off and say what the country team requested and then give the 
figures to show what you did, how you added and subtracted, and so 
forth. 

Now, I appreciate that this is not a mathematical formula that 
you can follow, but somebody, somewhere, does some figuring with a 
pencil and paper. 

Instead of saying ‘“‘We are very careful about everything we do,”’ it 
would be interesting to see how you do it, how you really work out the 
arithmetic on a country program. 


Dr. Moyer. I will be very glad to come to your office or to attempt | 


it right now. 


Mr. Vorys. Not now. It is now 5:18 p. m., and although this | 


Far East program is 71 percent of all defense support, we have a very 
limited number of the committee being exposed to you, and most of 
us are punch drunk after a long day in Committee and are anxious to 
get to our offices. 

I am just wondering, Mr. Chairman, if we get anywhere having two 
hearings a day, especially when we have legislation down on the floor? 


I think these gentlemen have used up a lot of brainwork getting | 
these statements ready for us. The committee attendance is pretty | 


unsatisfactory. 
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I think we had a fine attendance this morning. I wonder if we 
couldn’t do a little better. 

Acting Chairman Morean. I agree with you 100 percent that most 
of the members are very reluctant to attend the afternoon session. 

I would like to report that there is no further business on the 
floor. The House is on special orders. 

I agree with you, though, that since 71 percent of the $835 million 
is being discussed here, we should have a better attendance. 

I am sure, though, that Captain Robbins and Dr. Moyer would 
come back when we want them. 

Let’s complete the round of questioning here today and then I think 
we will adjourn. 

Mr. Vorys. I have a few more questions. Have you done any- 
thing with the Textron? It is a material where they can compress 
rice straw and use certain cementing materials that are available in 
Korea. The parent plant is in central Ohio, and I am familiar with it. 
Do you know anything about it? 

Dr. Moyer. I must say I do not. 

Mr. Vorys. Very well, we will find out. Now, I want my question 
off the record. 

(Statement off the record.) 

Acting Chairman Morean. Mr. Zablocki. 

Mr. Zasuocki. First of all, Mr. Chairman, am I correct in assum- 
ing that Secretary Robertson, Captain Robbins, and Dr. Moyer are 
going to supply the answers to the questions on the Far East prepared 
by the staff? 

Mr. Rospertson. We haven’t seen them. 

Acting Chairman Morean. We will submit those to them. 

Mr. Zasuocki. On page 9, Dr. Moyer, you state percentages of in- 
efficient programs and some of the problems of the aid program. Is 
it correct to assume that in your judgment the percentage of ineffi- 
ciency is about or less than 1 percent? 

Dr. Moyer. There are two ways of looking at it. Some would ask: 
Are these all the questionable projects? There might be other projects 
which would be questioned. On the other hand, we would disagree 
that some of these should be considered questionable—as we do dis- 
agree. The percentage figures that emerge in this calculation I take 
as an indication and as, i think, important evidence, that the whole 
question of the waste in projects is very greatly overdone. Without 
more complete analysis I would not want to make any more precise 
statement. I don’t believe it could be reduced percentagewise at this 
stage. As a matter of fact, I understand the agency at one time con- 
sidered trying to reach this very kind of figure but it became so com- 
plicated that so far it hasn’t been tried. 

Mr. Zastocki. The percentages in your statement on page 9 are 
only to the charges of inefficiency made by the various departments and 
committees? 

Dr. Moyer. Those brought to our attention by this committee over 
the past week or so. 

Mr. Zasuockr. You have referred to a meeting members of this 
committee had with Ambassador Parsons. It was a very fruitful 
meeting. Nevertheless, I am still confused as to the exchange of our 
dollars for kips and as to whether the Laotian Government exercised 
sufficient control or in effect permitted the black market exchange of 
our American dollars for. kips. 
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or later. 

Acting Chairman Morcan. Next week. 

Dr. Moyer. Could I try to give a few of the principal points 
which may possibly answer your question? First of all, importers 
do not get possession of dollars which they can exchange in the open | 
market, in Bangkok, for instance, where there is an open market, or 
in Hong Kong, where there also is an open market. It starts with | 
their getting hold of import licenses. They apply for permission to 
import, and when they get permission to import, they pay down kip | 
at the rate of 35 to1. Then they get documents authorizing payment 
for the goods. 

Mr. Jupp. They get the document from their government. We 
have no control over that import license? 

Dr. Moyer. It is issued by them. We have a certain amount of| 
control. 

Mr. Ropertson. We do now, but we didn’t at the time these things | 
took place. 

Dr. Moyer. And then when they get permission to import and| 
get these documents authorizing payment, they may, first of all, — 
order all the goods that they request—I am talking historically. I} 
think we have this one plugged up. There is always a possibility of | 
some irregularity, even at that. 

You are not always s going to have honest people, even though most | 
of them are honest, but this loophole now is pretty well plugged up. | 
There also was another problem. Earlier we were not able to get| 
through bills of lading to Vientiane in Laos. When goods were 
ordered, the consignment was unloaded in Bangkok and the person} 
getting the goods, the consignee, took control of it in Bangkok. 
That one we expect soon also to have pretty well straightened out. | 
We have had to get agreement with the different transporting agencies | 
to give us a through bill of lading. We were not able to get that at’ 
the beginning. 

When this occurred and they unloaded and sold in Bangkok, of 
course, they got the advantage of the open market rate, so that they 
practically doubled their money right there. In other cases, when the 
goods got into Laos, they had the possibility of reexporting it over the | 
border and selling it along the border, and again at a much higher| 
rate than it cost them in kip. Then they could go back with double| 
the amount of kip and repeat the process. If they had the currency of 
Bangkok, they might have bought dollars with it and deposited those | 
in some bank somewhere else. 

Mr. Zastockt. Certainly the Laotian authorities must have known | 
about this, and perhaps winked at it, or were possibly involved in this | 
very lucrative and profitable exchange business. 

Mr. Rozsertson. I would like to contribute my bit to the discussion. | 

This is a tremendously complicated situation which we have been| 
dealing with for a long time. The Lao have a great fear of the devalu- 
ation of their currency. One of the reasons is that France devaluated 
the kip some years ago, and all prices rose immediately. All the 
benefits were wiped out, and it was bad for all concerned. 

We put dollars into Laos, for which they issue local currency at the 
rate of 35 kip to the dollar for the payment of their troops. They, in 
turn, are supposed to use those dollars for the import of goods ial 


: 
I wondered whether you wanted to take that up now, Mr. Chairman, | 
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commodities which are sold to mop up the currency that has been 
issued against the dollars for the payment of the troops. These dollars 
go into their economy at the rate of 35 kip to a dollar, and an importer 
in Laos can go to the Government and buy dollars at the rate of 35 kip 
to $1. 

This has made possible for all kinds of abuses. As Dr. Moyer just 
explained, the importer can put down 35 kip for $1 and he can go out 
and buy twice that value in kip. The rate was around 75 to 80 kip 
in Bangkok, and sometimes on the Hong Kong market it has been as 
high as 100. That doesn’t mean that that is a true market for an 
indefinite amount, but it is a market in which substantial amounts of 
kip are traded. 

We have had great difficulty with this whole problem. The Laos 
are inexperienced people. They have had little experience in eco- 
nomics, they are inexperienced in administering a modern government, 
and they are very limited in their understanding of economic factors. 
They are very resistant to our taking any action which will devalue 
their currency. 

Ambassador Parsons who talked with you the other day has been 
very much concerned about this problem and so have the ICA people 
and the military people. Every import license issued now has to be 
approved by our people. The Lao fought that. They think it is an 
impingement of their sovereignty, and they are very upset about it. 
We, on the other hand, just can’t continue to put in our dollars in 
there at 35 kip to the dollar when we feel the rate should be around 75 
to 80 or whatever is the proper rate. We are in the midst of negotia- 
tions with the Lao right now. [Security deletion] 

The Lao have taken other measures to curb these abuses. The 
Prime Minister of Laos I think is an honest man, and has not been 
involved with the abuses. They occurred under another previous 
government. The present Government, I think, is anxious to work 
with us to eliminate the abuses but they are very fearful of what it may 
do to the cost of living for people in Laos generally to devaluate their 
currency with respect to our dollar. 

[Security deletion.] 

Mr. Zasxockt. I gather from what Ambassador Parsons has stated, 
and what you have stated now, that there are officials in the Lao 
Government who were involved in the licensing. They were probably 
more afraid of the financial loss than they were of the devaluation of 
the kip. 

[Security deletion.] 

Mr. Jupp. How many refugees are getting into Hong Kong from 
the Communist mainland? They go around through Macao. The 
British won’t let them come across directly into Hong Kong. Do you 
have any idea what the figure is? 

Dr. Moyer. I don’t know. We can get that. 

Mr. Rosertson. We can get it for the record. 

(The information is as follows:) 


Legal immigration from Communist China to Hong Kong is limited in volume 
owing to the fact that since September 1956 the British authorities have followed 
a practice of admitting only as many persons each day as leave the colony during 
the same period. However, because of intolerable living conditions in the area 
of Communist China adjacent to Hong Kong, the number of persons seeking 
refuge in the colony has increased. The result has been a greatly expanded flow 
of illegal immigration. In the circumstances precise figures are clearly unobtain- 
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able, but it is estimated that at least 6,000 to 7,000 persons per month have 
entered Hong Kong from Communist China in this manner during the past year, 
and the flow may be significantly larger. 

Mr. Jupp. A person told me there are some 17,000 a month still 
getting into Hong Kong. 

Mr. Rozertson. You mean fleeing from this paradise on the 
mainland? 

Mr. Jupp. Yes. I just wanted the record to show somewhere along 
the line to what lengths people will go to, to escape Utopia. 

The next question deals with one of your maps. One showed two 
naval bases you had in Sarawak and North Borneo. Are those 
British bases that are available to us? 

(Security deletion.) 

Mr. Jupp. On page 14, you talk about various things coming into 
Korea: Fertilizer, chemicals, electrical equipment, and so forth. 
Where are they coming from? Mostly from Japan? 


| 


Dr. Moyer. Mostly from the United States. The larger part from | 


the United States. 


Does anybody have the figures—I am sorry, I did not check on the | 


specific figures. 


Mr. Jupp. We aren’t doing as much as we were for a time, then, | 


of spending our money in Japan—she got the dollars and then we sent 
the goods to Korea, which President Rhee protested about so strongly. 
Is that all cleaned up? 

Dr. Moyer. For a year we haven't had any real problem in that 


respect. Where it is worldwide procurement and where it is proper | 


to procure in Japan this has been done. 


Mr. Jupp. Mr. Robertson, is there any improvement in the rela- | 


tionships between Korea and Japan? 

Mr. Roserrson. I think at long last some progress is being made. 

Mr. Jupp. I understood that the Japanese finally repudiated that 
old claim to property in Korea—that has been officially done, hasn’t it? 

Mr. Rosertson. The Japanese made a statement to that effect 
when they announced the December 31, 1957, agreement for the 
initial release of detainees in the two countries. 

Mr. Jupp. I understood the two got together and now they have 
broken off again. 

Mr. Rozsertson. I think it looks as if there is a better chance of 
getting a resolution of this problem now than at any time since the war. 

Mr. Jupp. Have there been any releases yet of the fishermen? 

Mr. Ropertson. Yes. 

Captain Rossins. I[ think our people are agreed this is something 
that is not going to be solved overnight. 

Mr. Jupp. Off the record. 

(Discussion off the record.) 

Mr. Jupp. I have one more question of Mr. Moyer. 

On page 23, half-way down through the second paragraph, you say, 
‘“‘A total of 107 study teams have already gone overseas.”’ Is that to 
the United States? 

Dr. Moyer. Largely the United States. However, a few have 
gone to Europe. I think nowhere except Europe or the United States. 

Mr. Jupp. There have been no teams going from Japan to the 
Soviet Union, since they reestablished relations? 

Dr. Moyer. Certainly none of these. 





th 


sp 


sti 


th: 


be: 


is 


pel 


not 
ney 


anc 
nel; 








: 
i 


have 
year, 





still | 
the | 

along 

1 two 


those 


r into 
forth. 


from | 


n the | 


then, | 
e sent 


mngly. 


. that | 
roper | 


. rela- 


made. 
1 that 
n’t it? 
effect 
or the 


- have 


nce of 


e war. 
) 


ething 


yu say, 
chat to 


, have 
States. 
to the 





MUTUAL SECURITY ACT OF 1958 551 


Mr. Jupp. I realize that. But my impression is that rather 
recently the Soviet Union extended invitations to certain labor repre- 
sentatives and I think that some of them have accepted. 

Dr. Moyer. I can check that, but I am pretty sure that is true. 

Mr. Jupp. Do you know offhand about the situation in Indonesia 
in this respect? When we were there in 1955 Sukarno himself said, 
“Some say we are predisposed toward the Communists. But there 
are more than 1,100 Indonesian students studying abroad, sent by 
the government, and not a one to the Soviet Union,” I think he said 
most of the 1,100 were in the United States, or something like that. 

Dr. Moyer. That was about correct at that time. 

Mr. Jupp. We had some facts the other day stating they now have 
40 or 50 in Czechoslavakia, Poland, and maybe one other Red country. 
Are they also going to the Soviet Union and to Communist China? 

Dr. Moyer. May I get the figure and supply it for the record at 
this point? 

Mr. Jupp. If you would, I would like to have that. 

Dr. Moyer. I am sure that there have been, but I don’t know the 
specifics on it. 

Mr. Jupp. You spoke about the reevaluation team under Ty Wood, 
studying these programs. Do you think that has been a productive 
thing? 

Dr. Moyer. I have been a believer in some kind of systematic look 
at these programs by outsiders, on a periodic basis in a constructive 
manner. I think that this has been constructive. 

I think that a number of good things will come out of it based on 
observations during my trip to the Far Kast. I am frank to say I think 
maybe some improvements are possible in the way it is done, but 
constructive things will come out, there is no question about it. 

Mr. Jupp. Do you know if that is being done in each of the other 
three regions? 

Dr. Moyer. It has been done worldwide, but we have had the 
benefit of a larger proportion in the Far East. 

Mr. Jupp. Thank you very much. 

Mr. Zasiockti. Mr. Chairman, in a few weeks, Chiang Ching-Kuo 
is coming to this country under the sponsorship of the Veterans’ Ad- 
ministration. Who is financing his trip? Is it under the person-to- 
person exchange? Will his trip be paid by United States funds? 

Captain Roxpsins. I haven’t heard of it within the military, sir. 
Certainly Defense is not sponsoring it. He actually holds no official 
position in the military and I wouldn’t think the Army or the Air 
Force would. 

Mr. Zasxocki. I understand his official title in China is “Chairman 
of the Retired Servicemen’s Committee.” 

Dr. Moyer, do we underwrite any of the retired servicemen’s fund? 
How much of the veterans hospital is financed by United States 
money? 

Dr. Moyer. I would like to say first what we don’t do. We do 
not provide any pensions; it was never contemplated, and we have 
never done anything by way of setting this up on a pension basis. 

We have helped to finance hospitals, to make interim work projects 
and to do other things to transfer out of the armed forces in the 
neighborhood of 80,000 ill or overaged troops who were brought 
mainly from the mainland. 


21862—58—pt. 4-7 
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Mr. Zasuocki. Am I correct in believing that that is local currency 
that is used for the retired servicemen’s hospital construction? It 
isn’t direct grants of new dollars? 

Dr. Moyer. Not at this moment, but this local currency was de- 
rived from United States new dollars. We provided a total of $42 
million for that project. 

Mr. Zasiockt. What is the relationship of the East-West Highway 
to this program? 

Dr. Moyer. That started as a work project. We tried to find 
something for these people to do. 

Mr. Zasiocki. WPA, in Taiwan? 

Dr. Moyer. You can say something of that sort. Here these 
people were. What were we going to do with them? Were we going 
to keep them on charity for the rest of their life or get them into some- 
thing from which they gradually would be absorbed? 

This was started for two purposes: One, to provide work, but also 
to open up an area in which a number of them could find employment, 
and the second of those objectives has turned out to be far more 
rewarding than we believed would be possible in the first place. They 
found a number of areas when they got back into the mountains, 
which can be farmed. The forest resources which this road alone will 
open up may be one of the very important sources of foreign exchange 
for Taiwan as time goes on. 

There were these two objectives in mind for this. Of course, there 
is the military objective as well. It provides that there is not now 
present a direct access between the west coastal plein of Taiwan and 
the eastern areas. You can go way around either end of the island, 
but there is at the moment no way to go through, so that was also a 
part of the purpose. 

Mr. Zasuiocki. Was some of our money included for a survey for 
this retirement pension fund? 

Dr. Moyer. If I may get away from the pension fund—— 

Mr. Zasiocki. How much was it? 

Dr. Moyrr. The whole thing was set off by a study. We didn’t 
just go into this hit or miss, A total of $800,000 was provided over 
a 2-year period of time for the general survey and the initial guidance 
in getting them underway. That is where the amount of $800,000 is 
involved. 

Mr. Zasiocki. $800,000 for a survey? 

Dr. Moyer. And getting it started. 

Providing technical assistance and helping to organize to get it 
started. 

Mr. Zasiocki. We should be very clear that no money is used for 
pensions. 

Captain Rossins. I might add, sir, that that initial survey, if you 
want to call it that, was in a contract between the government of 
China and a United States consulting firm in Chicago, so the money 
actually stayed here. 

Mr. Zasuocki. Will that be spelled out somewhere in our report 
and can that be made public? 

Dr. Moyer. Yes, sir. One of the questions asked on this list is 
this very one and there will be a concise, accurate statement in that 
report. 
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Mr. Rosertson. Mr. Zablocki, may I say a word about Chiang 
Ching-Kuo. Some months ago it was widely circulated that he had 
some responsibility for not putting down this riot in Taipeh last May. 

I would like to say that that situation has been exhaustively 
examined by our people on the ground. [Security deletion.] There 
isn’t a scintilla of evidence to connect him with organizing the riots 
or of failure to put down these riots when they started. 

This man has many political enemies who have spread all kinds of 
stories about him. They say that he is pro-Russian because he was 
educated in Russia. He was sent to Russia as a young man and 
stayed there 11 years. 

In the opinion of those who know him, including myself, his educa- 
tion in Russia turned him into an anti-Communist, not a pro-Com- 
munist. He came over here a few years ago and I have never seen 
any visitor to America who was more impressed with what America 
stands for than he was. 

For example, he didn’t want to visit the big universities; he wanted 
to go to the grade schools and the high schools. He didn’t want any 
red-carpet treatment. He wanted to stand in line and buy his ticket 
at a movie, as would any man on the street. 

His reaction to his tour over America was what you and I as 
Americans would like for it to have been. He was interested in the 
things which we would like for all foreigners to be interested in. 

[Security deletion. | 

Mr. Rosertson. I don’t know of any more anti-Communist figure 
in the world than his father. His father has given him very impor- 
tant tasks to do. For instance, soon after the is vesmnened was moved 
over to Taiwan, Chiang Ching-Kuo was put in charge of eliminating 
subversive elements from the Army. He was made the head of the 
Youth Corps to develop an anti-Communist ideology among the 
young bagile in China. 

I, for one, think that President Chiang’s deep hatred of communism 
and everything it stands for would not permit him to put any man who 
was pro-Communist, or had leanings that way, into such positions of 
responsibility. Chiang Ching-Kuo has many violent enemies and 
many friends. If you judge him by what his political enemies say 
about him, he is a pretty bad character. Our people who know him 
think it is a good thing for him to come here. We think it would be 
extremely bad if, during his visit to this country, he were to be sub- 
jected to indignities and insults, due to some very irresponsible rumors 
that have been spread about him. 

Mr. Zasiockr. Mr. Secretary, I am very glad you brought that out 
because some people who are perhaps political enemies had done just 
that. 

There were charges he mishandled certain aid funds. Now he is 
chairman of a program where he will again have his hands on money 
and we are inviting him here and sponsoring his visit. That is the 
only purpose for my question. Iam very happy to have the answers 
and your views on it, now. 

Dr. Moyer. Mr. Zablocki, may I just add this. You mentioned 
aid funds. 

I had a chance to talk to Chiang Ching-Kuo, also, and particularly 
on this very matter, when I was in Taiwan about a year ago. 
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I was then concerned that we carry this program out at the very 
lowest cost possible. These hospitals, these different things that we 
were doing. I wanted to be sure that we were not doing elaborate 
things which would be out of place and use more money than neces- 
sary. 

To my delight I found him responding immediately. Not only that, 
but actions have borne out his similar interest since he has taken hold. 

He wasn’t in charge of this project at the beginning, when this 
started out. He was gradually put in charge of it, but since under- 
taking his administration of it, to the extent that he has responsibility, 
costs have definitely come down, rather than gone up, and in every 
way that I know of he has been sincere in his effort to carry this project 
out at the lowest possible cost. 

Mr. Zastockr. Dr. Moyer, we are very happy to have your views 
and I am sure it will be very helpful if we have some information that 
can be used publicly to explain charges that may be made. 

Every Congressman who has a pending veterans’ hospital that is 
being held up in the budget will be tempted to say, ‘‘Well, we built a 
hospital in Taiwan for the veterans, but we can’t get the money for our 
own veterans.” 

Dr. Moyer. We have to remember the purpose of this. This was 
not to help veterans. This was to strengthen the Chinese Nationalist 
Army in a way which at that time they needed worse than anything 
else. That was the purpose of it. 

Mr. Zastockt. It may be, Dr. Moyer; but at any rate, it is a 
program that was initiated to remove from military ranks some of the 
older servicemen and put them in gainful employment in order to bring 
in younger people as soldiers who would be contributing to our 
defense effort. 

We could use the same argument for the United States, too. 

Dr. Moyer. Except in this case it was much more difficult because 
in effect these were refugees. They had no families to go to, they were 
in the Army all their life, they had no occupation. Otherwise, they 
would have been a social liability. 

Mr. Jupp. What happened to those ex-soldiers on the mainland in 
times past? They were the guys who became bandits and disrupted 
the mainland of China. It was the failure to have a program to help 
the old-age soldier or the incompetent soldier to get back into self- 
supporting life, that fed the bandit forces of China for centuries. 

Mr. Zasuocki. But try to tell that to a serviceman who had 16 
or 17 years service on our military and was “‘riffed”’ because of the 
economy move. 

Mr. Jupp. Here is a press release No. 368 of ICA put out on this 
issue. It is probably more comprehensive than most people would 
read, but either this, or a more concise and boiled-down statement, 
starting out just as you did, that this doesn’t give a pension to a 
single soldier, should be included in the record. 

(The document above referred to is as follows:) 
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INTERNATIONAL COOPERATION ADMINISTRATION 


PRESS RELEASE 
ICA No. 368 
For immediate release, Friday, January 24, 1958 


DISCHARGED SERVICEMEN PROGRAM MAY AID, RATHER THAN BURDEN, TAIWAN’S 
ECONOMY 


WASHINGTON.—A program to increase the combat efficiency of the Chinese 
military forces in Taiwan, jointly undertaken by the Government of the Republic 
of China and the United States to bolster the island’s defensive capabilities, may 
also turn out to be a major step in the economic development of large areas of 
the country. 

The overriding aim of this $48 million program, nicknamed ‘“‘Retser,” is to get 
the overaged, the chronically ill, and the combat ineffective servicemen out of 
Nationalist China’s armed forces and into other pursuits and to replace them 
with sturdy young men obtained through the military draft. 

‘‘Retser”’ is a contraction of ‘‘Retired servicemen’s program.” The undertaking 
is necessary in terms of United States security objectives in ie Far Kast. 

From the start, in 1955, the International Cooperation Administration has 
received a stream of inquiries about ‘‘Retser’’—resulting, it appears, from a gen- 
eral lack of understanding of the nature of the project due to the name given it. 

To those who named the program “retired” meant ‘‘discharged.”’ But to many 
Americans, the word ‘‘retired’”’ seems to mean “getting a pension,’ which is not 
the case at all with ‘“‘Retser.”’ Individuals, Congressmen, and even veterans’ 
organizations from every part of the United ‘States have asked about what they 
suspected was a pension plan for Chiang’s old soldiers. 

ICA makes clear that economic advantages accruing to Taiwan from the pro- 
gram, which aims to put as many as possible of the discharged servicemen pro- 
ductively into the island’s civilian economy, are incidental to the primary military 
purpose of rejuvenating the armed forces. 

owever, in the little over 2 years in which the ‘‘weeding out’’ process has been 
going on, the economic development potentialities of the undertaking have shown 
more and more promise. 

Albert Fraleigh, a Los Angeles resident who is assigned to Taiwan to coordi- 
nate the many facets of ‘“Retser” for ICA, now flatly predicts that it will prove to 
be the spark that leads to the opening up ‘and economic dev elopment of Taiwan’s 
large and remote mountain areas which are rich in forest and other resources. 

To be sure, Fraleigh says, all this potential development is not likely to come 
overnight, and in any event its achievement will be up to the Chinese Govern- 
ment and private enterprise. But Fraleigh can tote many millions of dollars 
worth of potential wealth—timber, hydroelectric power, orchards, dairy and meat 
cattle, goats, silk, gold, marble, asbestos, iron, copper, and other minerals to say 
nothing of food crops which can be grow n or extracted i in the rugged hill country. 
They await only access roads, settlers (including thousands of ‘‘retiring’’ service- 
men) and a realization by private enterprise of the significance of this ‘‘new 
frontier” in an overcrowded country. 

The principal access road known as the East-West Highway is well along the 
way to completion, constructed by discharged servicemen from the army Chiang 
brought from the mainland. This is but one of a number of projects on which 
these ex-servicemen are being employed. As workers, they may turn out to be 
a real boon to their country’s prosperity. 

Some 80,000 such servicemen, including officers, all originally from the Chinese 
mainland, are scheduled for discharge from Chiang’s forces in the first phase of 
the program, with more thousands to follow as they become combat ineffective. 

These are the men of the army that Generalissimo Chiang brought with him to 
Taiwan when he left the China mainland 6 years ago. Today, many are no longer 
fit for active duty, but are without friends or relatives on the island and without 
civilian trades or means to earn a living. Others are well. Until 2 years ago all 
were kept in the armed forces of free China because there was nowhere else for 
them to go. 

Many correspondents and military observers inspecting Chiang’s forces about 
1954, looked upon Taiwan’s military strength as a question mark. Communist 
aggression in Korea had emphasized the danger of the outbreak of aggression in 
other vital areas, such as Taiwan, and in 1954 the fighting effectiveness of Chiang’s 
forces was a real problem in the Sino-American effort to maintain and strengthen 
Taiwan as a free world bastion on the red perimeter. 
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A decision was made in November 1954, by United States military, diplomatic, 
and economic representatives to present the problem—together with a suggested 
solution—for United States Cabinet-level consideration. 

Early in 1955, upon the recommendation of the Secretaries of State and Defense, 
the Director of the Foreign Operations Administration—now ICA—and the 
Director of the Bureau of the Budget, President Eisenhower signed a Presidential 
determination authorizing the expenditure of $48 million to help overcome the 
problem. 

The money was to be used for a Chinese-United States action program based 
on the premise that free China’s armies could only be brought to full combat 
effectiveness by replacing the overaged and the sick with young soldiers. 

The United States Department of Defense was allocated $6 million of the funds 
to finance the equipping and outfitting of draftees from Taiwan to replace the 
men removed from the forces, and ICA had responsibility for the remaining 
$42 million to develop a series of projects through which some 80,000 men could 
be converted from aging soldiers into productive civilians. 

The challenge was how to handle the ill and incapacitated, and integrate the 
able bodied into the civilian economy, with most of them becoming self-supporting, 
in the shortest possible time. 

They could not be retired in the sense of receiving a pension, disability allow- 
ance, or any other form of permanent gratuitous support from the Chinese or the 
United States Government. 

Yet, those who were chronically ill had to be given medical care. Those who 
were aged and unable to work had to be placed in hospitals or convalescent centers, 
rather than left to live their lives out being kept by the Army. Those who had 
no civilian trade or occupation had to be taught one. And those for whom there 
could be found no immediate private employment had to be provided with a 
means of earning their living productively until they could be permanently 
settled. 

Above all, any plan adopted had to be on such a scale, costwise, that the Chinese 
Nationalist Government, hard pressed with its large military budget, could afford 
to continue it with its own funds and personnel. No further United States financ- 
ing was to be available after the program was established and the facilities pro- 
vided. 

There was no proved precedent to work from. In effect, however, the service- 
men who would be discharged were refugees, separated from their homes and their 
homeland. The problems attending their resettlement seemed to be about the 
same as those attending any large refugee resettlement program. 

The planners’ task was especially difficult, however, because most of Taiwan’s 
10 million people and nearly all of the industry and agriculture of the island are 
crowded onto the coastal plains where the rapidly increasing population creates 
an employment problem. 

Moving slowly at first, the program is now nearing a successful completion. 

The armed forces—land, sea, and air—are now described as physically fit, well 
trained, and combat ready. 

Some 70,000 men have been discharged and replaced by younger draftees. 

Over 34,000 of those discharged have been assisted into permanent employment 
in private enterprises, and farm and forest work. Another 6,000 are working on 
highway construction and maintenance. More than 9,000 are receiving voca- 
tional training for identified employment opportunities, mostly with private 
industry. Two thousand have been placed in public service enterprises. Nearly 
15,000 are still undergoing medical treatment or are incapacitated in old soldiers’ 
homes; but within 9 months it is expected that as many as 7,000 of these will have 
been rehabilitated and become self-supporting. None have been turned out to 
wander and beg in the streets. 

All of the national development projects, designed to increase employment, 
follow the same policy—they are geared to the normal civilian economy in order 
to make a maximum contribution to general economic development, without 
further demand on United States support and with minimum drain on limited 
Chinese resources. 

It is these diversified national development projects which, it now appears, will 
repay the initial cost many times in the coming years. These projects are designed 
to give the men a permanent livelihood, such as in fishing, tea planting, farming 
or forestry. 

Most of ICA’s financial assistance has been indirect, thereby obtaining a two- 
fold benefit from each other. Except for some equipment and supplies which had 
to be bought for “‘Retser’’ projects with dollars in the United States such as 
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hospital and medical equipment or roadbuilding machinery, most of the funds 
were used to buy raw materials and other goods in the United States which could 
be sold in Taiwan for local currency. This Chinese currency then was used by 
ICA and the Chinese Government to pay for construction and other costs of the 
“Retser’’ facilities. 

The most spectacular project is the construction of the difficult East-West 
crossland highway which will make possible the opening up of thousands of square 
miles of hitherto inaccessible mountain lands for settlement and development. 

About $10 million was earmarked for the highway, on which more than 5,000 
discharged soldiers are presently at work. This 200 miles of roadway is being 
punched across 6,000- to 10,000-foot passes to link the China Sea and the Pacific 
Ocean. 

Thousands of soldiers and their families are expected eventually to settle in this 
newly accessible area, and the Chinese Government has worked out a plan to 
enable them to obtain a tract of land and establish a home, 

Already, many have started farms near the highway on which they are working, 
and are planning to raise livestock, develop orchards, and plant tea and vege- 
tables. Others are looking forward to working in the lush and valuable forests 
which have not previously been cut, and still others plan to find work in the 
mineral exploitation which is expected to follow completion of the highway. 

Nearly three-fourths of Taiwan’s area is very mountainous, and the 10,000,000 
inhabitants are squeezed onto a meager 3,000 square miles on the narrow coastal 
plains. There is no room for new farmers in these lowlands, and until the dis- 
charged servicemen’s program began, little attention had been given to opening 
the mountain areas for settlement. 

The East-West highway project has focused national attention on exploiting the 
mountain areas. Such a highway has long been a dream on Taiwan. The 
Japanese tried it during their occupation. They constructed both ends of the 
road and cut some tunnels, but eventually abandoned the task as too difficult. 

Since the National Government of the Republic of China established itself on 
Taiwan in 1949, the need for direct communication with the Pacific coastal areas 
has become more pronounced. Eeonomically, militarily, culturally—the desire 
has grown to pull the people of the sparsely settled east coast closer to the popula- 
tion on the fertile plains that border the China Sea. 

Also, the military value of the direct East-West highway route is significant in a 
country where the Chinese mainland is only 90 miles away. (Designers in drawing 
the specifications were mindful of the fact that trucks and other heavy equipment 
would be using the road.) 

“‘Retser”’ revitalized the concept of a highway in the fall of 1955 when a survey 
team was organized to cover the proposed route and report on a myriad of factors 
from climatic conditions to gold deposits. 

Most indications are that the initial survey was conservative in its estimates of 
the road’s potential benefits. 

The initial survey—made by men on foot climbing rugged slopes with packs on 
their backs—brought convincing evidence of these potentials. It was reported 
that the land immediately adjacent to the highway could support temperate 
climate crops in tropical Taiwan; that enormous stands of timber are ready for 
cutting; that large quantities of gold lie in the riverbank terraces; that the grass- 
lands can support ranches with dairy and draft cattle; and that mulberry trees 
growing wild indicate that they could be cultivated to make the mountains a silk- 
producing region. 

The survey found deposits of marble, white mica, granite, coal, feldspar, 
asbestos, soapstone, manganese, iron, copper, and ferris sulfide. Intensive surveys 
are now estimating the amounts available. 

Not the least interesting to power-hungry Taiwan industries, the survey 
reported that three great rivers—fed by thousands of mountain springs—flowing 
through the highway area offer at least 10 sites for hydroelectric plants. It has 
been estimated that these sites might generate more than a million kilowatts of 
electricity—triple the entire capacity of all the powerplants in Taiwan in 1955. 

The apparent magnitude of the untapped resources of the mountain area which 
the new road will open up has led American and Chinese officials to the conclusion 
that ‘‘Retser,”’ undertaken for a military purpose, may turn out to be a most fruit- 
ful phase of Free China’s economic progress. 


Acting Chairman Morean. The figure we gave to Mr. Smith was 
$48 million in pensions for overage soldiers. 
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Dr. Moyrsr. $6 million was to get the new recruits into the Army. 

Mr. Jupp. Can you say that as far as you are concerned, you are 
arranging his tour of the veterans hospitals—are you doing that? 

Dr. Moyer. No. 

Mr. Zasiocki. The Veterans’ Administration is sponsoring it. 

Dr. Moyer. We are not sponsoring this. He is coming at the 
invitation of the Veterans’ Administration but under the auspices of 
his own Government. 

7 Jupp. We can say this doesn’t come under our aid program 
at all. 

Mr. Zastockt. But we are unable to find out whether the Veterans’ 
Administration is picking up the tab for the cost of his visit. 

Mr. Jupp. Insofar as the VA officials use their own time to show 
him around, why, of course, that is charged to the Government I 
suppose, I don’t know. 

But the Veterans’ Administration is not underwriting or financing 
his trip around this country. He is here under the auspices of the 
Chinese Government; that is the way it should be. 

Mr. Zasuocki. It may be coming out of the moneys that we have 
here in this program, could it not? 

Dr. Moysr. No, it is not, either directly or indirectly nor is the 
Veterans’ Administration funding it. 

Mr. Rosertson. Mr. Chairman, can we indicate in the answers, 
which are classified—some of these questions are classified. 

Mr. Jupp. You have a right to veto any part of it. 

Acting Chairman Morcan. The committee will stand adjourned 
until 10:30 tomorrow morning. 

(Whereupon, at 6:05 p. m., the committee adjourned to reconvene 
at 10:30 a. m., Thursday, March 6, 1958.) 

(The following information has been submitted by the Department 
of State for inclusion in the record :) 


RESPONSES TO QUESTIONS SUBMITTED BY THE Housr Foreign AFFarrs Com- 
MITTEE RELATING TO THE Mutua Security PROGRAM FOR THE Far East, 
Marcu 12, 1958 

FAR EAST GENERAL 


“Omitting the Asian Development Fund, the nonmilitary programs for the 
Far East are $40 million more for fiscal year 1959 than for fiscal year 1958. Yet 
the total personnel strength (technicians and contract employees) will drop from 
2,439 to an estimated 2,011. 

“Tn view of the shortages of local talent and the problems of administering our 
assistance, is it desirable to reduce personnel in this area?” 

The question seems to imply that the number of personnel required to carry 
out the aid program in a particular country or region varies directly with the 
size of that program. In reality, no such direct relationship exists. The number 
of technicians required depends instead on the nature of the particular program 
proposed—for example, the distribution between project and nonproject assist- 
ance, and the specific types of projects involved. To illustrate, relatively few 
technicians might be required for a large program consisting primarily of non- 
project assistance to finance imports of salable commodities, mainly through 
commercial channels. On the other hand, a relatively large number of tech- 
nicians might be required for a smaller program in which United States assistance 
is heavily concentrated on projects. This is particularly true when projects 
involving difficult engineering and construction problems are undertaken in 
countries where skilled and semiskilled workers are scarce. 

About half of the decline from fiscal year 1958 to fiscal year 1959 in the total 
number of contract and United States-employed technicians expected to be on 
duty at the end of the fiscal year is accounted for by Cambodia and the Philip- 
pines. In Cambodia, construction of the Port Highway linking Phnom Penh 
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with the new seaport at Kompong Som will be nearing completion by the end of 
fiscal year 1959. As a result, contract technicians engaged on this projecé are 
expected to decline sharply during the latter part of the year. Since no new 
projects of comparable magnitude or complexity are to be initiated during that 
year, it is anticipated that there will be 140 fewer technicians on board at the end 
of fiscal year 1959 than at the close of fiscal year 1958. Similarly for the Philip- 
pines program, a reduction of 71 technicians is expected by the end of fiscal year 
1959 as the result of a planned phase-down in the project portion of the aid 
rogram. 

” Other factors contributing to the reduced number of United States technicians 
projected for the Far East by the close of fiscal year 1959 are: 

(a) A reduction in turnover of personnel, with longer periods of continu- 
ous service, as a result of accelerated recruitment and actual or planned im- 
provement in the housing situation at certain hardship posts. 

(b) An increase in the supply of local technicians in countries where train- 
ing programs have been operating for a period of years. 

(c) Increased emphasis planned for fiscal year 1959 on the training of host 
country personnel in the United States and third countries, as a desirable 
and economical method of attaining our objectives. 

(d) Increased employment of third country nationals, where practicable. 

Assuming that the above factors have the presently anticipated effects, it 
should be possible to achieve the overall reduction in personnel strength projected 
for fiscal year 1959, without impairing the effective administration of our aid. 
In some countries, howev er, new developments may necessitate adjustment of 
presently planned limitations on United States technical personnel. 


TAIWAN 


“1. Since the inception of our aid to Taiwan, what projects have we financed 
that have been completed and turned over to the Government of China to 
operate?”’ 

Since the inception of the United States aid program in Taiwan, many projects 
have been completed and turned over to the Chinese to operate. In numerous 
instances, United States assistance was limited to the provision of imported con- 
struction materials, supplies and equipment which the Chinese Government could 
not finance from its own foreign exchange resources. The requirements for im- 
ported items have been determined on the basis of technical and engineering 
advice of United States technicians and the J. G. White Corp. The White organi- 
zation furnishes engineering advice to the Government under the terms of a con- 
tract financed with United States aid funds. 

The following are representative of the more important completed projects: 


Electric power 


Liwu Hydroelectric Power Station—first and second units. 
Tienleng hydroelectric power project—first, second, and third units. 
East-West transmission tie line—first and second circuits. 
Expansion of Sungshan steam station. 

Wulai hydroelectric power project—second unit. 

Peipu steam station—first unit. 

Nanpu thermal power project—first unit. 

Sun-Moon Lake hydroelectric peaking project. 





Telecommunications (Taiwan Telecommunications Administration) 


Carrier equipment and parts for Taipei and 22 other localities. 
Four thousand telephone line extension for Taipei. 
Cables, amplifiers, and testing equipment for maintenance work in several cities. 


Railroads (Taiwan Railways Administration) 


Crossties, steel rails and bridge steel. 

Communications equipment and wire. 

Passenger cars (10). 

Steam locomotives (8). 

Materials and supplies for repair of locomotives and cars. 
Construction materials for 150 steel boxcars. 

Equipment to construct eight diesel coaches. 
Cargo-handling equipment. 
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Highways 
Construction of Hsilo Bridge. 
Bus and truck chassis for various companies. 
Bridge maintenance and steel culverts. 
Road construction equipment, Taiwan Highway Bureau. 
Shop equipment and tools, Taiwan Highway Bureau. 


Harbor facilities 


Cargo-handling equipment—Keelung and Kachsiung Harbor Bureaus. 
Grain elevator, Keelung Harbor Bureau. 


Fishing 
Diesel engines and equipment for construction of 27 fishing vessels. 
Engines for 60 sampans. 


Mining and minerals 


Machinery and material for rehabilitation of Chinkuashih gold and copper mine. 
Development of Tai Fa coking coal mine. 


Manufacturing 


Expansion of Kaohsiung and Chutung plants of Taiwan Cement Corp. 

Chia Hsin cement plant. 

Flat glass plant, Hsinchu Window Glass Works. 

Rehabilitation of Taipei Municipal Gas Co. 

Improvement of pineapple factories, Taiwan Pineapple Corp. 

Equipment and replacement materials for Taiwan Sugar Corp. mills. 

Equipment and machinery for Taiwan Aluminum Corp. 

Equipment and manufacture of bicycle parts, Dah Tung Industrial Co. 

Manufacture of bolts and nuts, Dah-yung Steel Manufacturing Corp. 

Kung Lien Cheng jute mill. 

Expansion of pipeline, Chinese Petroleum Corp. 

Creosoting plant, Taiwan Timber Treating Co. 

High test bleach plant and drum making plant, Taiwan Alkali Co. 

Expansion of synthetic detergent plant, Lee Tai Chen Co. 

Manufacture of nitrogen solution, Kaohsiung Ammonium Sulphate Corp. 

Yeast plant, Taiwan Sugar Corp. 

PVC plant for production of polyviny] chloride resin to be used in manufacturing 
plastic products. 

Expansion of Kaohsiung Ammonium Sulphate Works to increase productiwn of 
anhydrous ammonia and ammonium sulfate. 


Other 


Assistance of Joint Commission on Rural Reconstruction (JCRR) to land 
reform program of Taiwan Provincial Government, substantially completed. 

Assistance of JCRR to rehabilitation and expansion of rural health stations, 
substantially completed. 

Assistance to GRC in resettlement of evacuees from Tachen Islands. 

“2. If Taiwan is in need of technicians and training of its own people, why is 
there a sharp reduction for fiscal year 1959 planned in United States te »chnicians 
and participants?” 

The sharp reduction in the estimated total number of technicians on duty at 
the close of fiscal year 1959, as compared with fiscal year 1958, relates solely to 
contract technicians. The number of United States-employed technicians will 
remain practically constant at the fiscal year 1958 level. Principal reasons for 
the projected reduction in fiscal year 1959 in numbers of contract technicians and 
participants are: 

1. Since the Taiwan economic aid program has been ia operation for more than 
7 years: 

(a) Local training facilities have been expanded and improved in such 
fields as vocational agriculture, engineering, and public health. Participants 
trained under prior-year economic aid programs will have returned to Taiwan 
and will be available for training technicians locally. The cumulative num- 
ber of Chinese participants financed with prior-year aid funds exceeds 1,200. 

(b) New contracts with United States firms call for increased emphasis on 
local training of Chinese technicians. 
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(c) The marginal benefit of training Chinese technicians in some fields of 
activity is now less than for certain countries where aid programs have been 
in effect for a shorter period of time. The total number of participants who 
may receive the benefits of the ICA training program is limited by two fac- 
tors (1) the magnitude of aid funds appropriated by the Congress, and (2) 
the small technical staff available in ICA to develop, coordinate, and execute 
training programs. Since greater emphasis now must be placed on the train- 
ing of participants from certain other countries, Taiwan’s share of the total 
training complement must be reduced. 

(d) There is a scarcity of well-qualified candidates for participant training. 
Candidates with adequate facility in use of the English language have 
become increasingly limited. 

2. A sustained effort is being made to curtail and phase out segments of the 
program less directly related to major economic objectives of the United States in 
Taiwan, and progressively to concentrate aid funds in a smaller number of well- 
defined, high-priority projects. Thus, it is now planned to reduce sharply or 
phase out assistance for training in the fields of community school education, 
educational materials development, public housing, civil aviation, communica- 
tions media, and public administration, as well as university contracts. However, 
in fields directly related to production, notably electric power generation, contract 
technicians will be increased. A net effect of the progressive concentration of the 
program on projects of highest priority has been to reduce the numbers of par- 
ticipants and United States technicians during recent years. 

3. [Security deletion.]} 

BURMA 


“Tn 1953 Burma terminated United States assistance. What changes have 
occurred to warrant our giving aid to Burma?” 

The United States aid program in Burma was terminated in 1953 at the request 
of the Government of the Union of Burma, largely as 4 result of our identification, 
in the minds of the Burmese, with the irregular Chinese Nationalist troops which 
fled from Yunnan into northeastern Burma when the Chinese Communists came 
to power in 1949, but which refused to submit to Burmese authority. Prime 
Minister U Nu, in an address before the Burmese Parliament on September 27, 
1957. summarized the Burmese view of this development as follows: 

“* * * Tn 1950 we signed an economic cooperation agreement with the United 
States Government, and under this agreement received assistance to the approx- 
imate value of $19 million. In 1953, developments in connection with the 
Kuomintang aggression unfortunately compelled us to terminate the aid pro- 
gram. We found ourselves in the anomalous position of receiving aid from the 
United States Government on the one hand, and on the other fighting against 
an army which was controlled and supplied by the Formosan authorities whose 
continued existence was dependent on large scale American aid. * * *” 

Pursuant to a subsequent U. N. resolution, the United States lent its support 
and good offices to the evacuation from Burma to Taiwan of approximately 
7,000 of these troops. The Government of the Republic of China has since dis- 
claimed any connection with remnants still in Burma or responsibility for them. 
These measures greatly assisted in the solution of the problem, which no longer 
constitutes an impediment to the development of closer relations and cooperative 
arrangements between Burma and the United States. 

In view of these developments and Burma’s continuing need for foreign 
exchange assistance in carrying out her economic development program, the 
Burmese Government again sought help from the United States in 1957. Agree- 
ment was reached on a line of credit of $25 million for economic development in 
Burma, In commenting on the renewed relationship, Prime Minister U Nu in 
the speech cited above said: 

‘‘* * * For the assistance given to us under the original aid program, and for 
these loans, we are most grateful to the United States. We look upon the revival 
of the economic cooperation agreement as a new chapter in the development of 
closer relations between the United States of America and the Union of Burma.” 


CAMBODIA 


“Under defense support a 130-mile port highway is being financed by the 
United States. This project was begun in 1955 and due for completion in 1957. 
Over $14 million have been obligated on this as of 1957, Additional sums are 
planned for fiscal year 1959. 
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“Tf this is such an important military and economic project, how can the delays 
be explained?” 

Despite the importance of the Cambodian Port Highway and the joint United 
States-Cambodian desire that construction be completed as rapidly as possible, 
delays in implementation of the project, particularly in the early phases, resulted 
from circumstances largely associated with the newness of the Cambodian Govern- 
ment and the USOM. 

The Port Highway project was approved in fiscal year 1955, shortly after Cam- 
bodia had acquired full independence from France under the Geneva Accords 
and while ICA was still in the process of staffing the new aid mission at Phnom 
Penh. The USOM’s lack of adequate administrative and technical staff con- 
tributed to slow operations during this early period. However, many of the delays 
affecting the Port Highway, as well as other projects in the aid program, were 
caused by the instability and inexperience of the new Cambodian Government. 

Frequent cabinet changes created uncertainties among Cambodian administra- 
tive officials and, at times, suspended the decision-making capacity of the Govern- 
ment. This situation, coupled with the Government’s inexperience with large- 
scale capital projects and its unfamiliarity with United States procedures and 
requirements, tended to prolong all negotiations of detailed project plans and to 
delay formal Cambodian commitments. 

Construction of a road such as the. Port Highway probably could have been 
launched more rapidly under different conditions. However, the technical assist- 
ance which accompanied the joint planning of projects is a valuable benefit of the 
United States aid program; and in view of the significance of the Port Highway to 
the Cambodians, it has been especially important to obtain complete agreement 
on all aspects of the project, regardless of delay. 

The chronology of principal events has been as follows: 

June 1955: Reconnaissance survey completed and survey team report received 
by ICA/Washington. 

December 31, 1955: Engineering contract executed. 

July 2, 1956: Construction contractor selected. 

July to October 1956: Initial road construction equipment and materials procured 
in the United States and shipped to Cambodia. 

November 1956: Initial clearing operations started by the construction contractor 
at the road site. 

December 1956 to May 1957: Construction activity extended to full length of 
highway, with operations in full swing during final 3 months of the dry season. 
June 1957 to present: Construction sustained during entire period, on a somewhat 

retarded basis during the rainy season, but accelerated to a double-shift basis 

during the present dry season beginning in November 1957. 

As the above record indicates, most of the delay associated with the project 
occurred after completion of reconnaissance survey and prior to designation of the 
construction contractor. Negotiation of contracts, which is normally a time- 
consuming process under United States procedures, proved to be extremely com- 
plicated in the case of the Port Highway. Both of the major contracts, covering 
engineering and construction, are two-party arrangements between the Cambodian 
Government and the United States contracting firms. Because of Cambodian 
inexperience, ICA necessarily assumed the responsibility of advertising for bids, 
analyzing the bids, and negotiating with successful bidders on behalf of the 
Cambodian Government. 

Difficulties in concluding such negotiations may be illustrated by the construc- 
tion contract, which was not executed until nearly 9 months after designation of 
the successful bidder. By August 24, 1956, ICA had prepared a draft of the con- 
struction contract, and an authorized French translation had been delivered in 
Phnom Penh a month later. Another 6 months of negotiations were necessary 
before agreement was reached on the details of several minor provisions. All such 
negotiations were handled by ICA in relation to the contractor and by the USOM 
in relation to the Cambodian Government. During this 6 months’ period, long 
interruptions occurred as a result of two Cambodian¥cabinet changes. The 
construction contract was"finally signed on*’March 26, 1957. 

Anticipating this delay, ICA arranged for construction contractor to proceed 
with procurement of equipment, mobilization of personnel, and actual construction 
operations by means of a letter of agreement between the Cambodian Government 
and the designated contractor, signed July 6, 1956, and amended subsequently 
as required. By this means it was possible for the contractor to commence 
operations in Cambodia within 4 months of receiving the award. 
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Since selection of the construction contractor, progress has been continuous and 
satisfactory. Some construction delays have been caused by climatic conditions 
and by unusual engineering problems encountered in tropical jungles and swamps 
through which sections of the road are being built. Barring the development of 
further serious engineering problems and assuming another dry season, permitting 
uninterrupted work, completion is expected by the end of next year. Certainly 
the highway will be ready for its intended use by the time the new deep-water 
harbor and port facilities at Kompong Som are completed. 


INDONESIA 


“Indonesia has a wide variety of products available for export which will bring 
in foreign exchange. The present disturbed conditions in that country arise from 
failures of internal organization which deny the Government the maximum use 
of those earnings. 

‘‘Why should the United States give aid to Indonesia if that Government is un- 
willing to take the necessary internal steps to insure its foreign exchange earnings?” 

United States mutual security program assistance to Indonesia in recent years 
has amounted to approximately $11 million annually, about two-thirds in technical 
cooperation and one-third in special assistance. 

The need for such programs stems from our basic objective of helping Indonesia 
to raise the standard of living of its people in order to promote political stability. 
Neither the nature nor the size of the aid program has been substantially altered 
this year, even though disturbed political conditions in Indonesia have further 
reduced the limited amount of foreign exchange resources available to the Central 
Government. 

The reduced availability of foreign exchange has come about through the 
practice of some of the dissident provinces outside of Java of trading directly with 
other countries and thus depriving the Central Government of some of the foreign 
exchange earned by exports. The dispute with the outer islands arose in part from 
the dissatisfaction of the latter with the distribution of Government 
expenditures, the outer islands alleging favoritism toward Java. The Central 
Government had endeavored to meet this accusation by increasing its expenditures 
outside of Java, by allowing the provinces to retain for local uses a larger propor- 
tion of tax revenues, and by permitting the retention by the outer islands of a 
greater part of the foreign exchange received for exports from those islands, 
These measures have not dissuaded the outlying areas from their direct trading. 

It would seem, therefore, that the Central Government has taken reasonable 
steps, within its capability, to insure to itself control of foreign exchange earnings. 


JAPAN 


“How much will Japan’s dollar earnings be reduced as a result of the reduction 
of United States forces in Japan?”’ 

Although the withdrawal of troops from Japan will have a direct effect on 
Japan’s “‘special’’ dollar earnings, it is not possible to develop a definite mathe- 
matical relationship between such withdrawal and the level of such earnings. 

(Security deletion.) 

KOREA 


‘1, In fiscal year 1958 there were 576 technicians and contract people in Korea 
at a cost of $7,636,000. For fiscal year 1959 it is estimated there will be 553 
individuals, but the cost will be $11,890,000. How do you explain the increased 
cost for reduced personnel?”’ 

The figure shown above for numbers of technicians and contract employees 
refer to the number actually on duty in Korea at the end of fiscal year 1958 and 
the estimated number expected to be on duty at the close of fiscal year 1959. In 
fiscal year 1958, however, a large number of these people had been on the rolls for 
a comparatively short period of time, due primarily to delays in concluding con- 
tracts and lack of appropriate housing facilities to handle both United States 
technicians and contract employees. Consauatitty: the total cost for the fiscal 
year was much less than it would have been, had most of the 576 technicians and 
contract employees actually been on the rolls for the full year. 

While the number of United States technicians is expected to decline slightly 
during fiscal year 1959 from the number on board at the close of fiscal year 1958, 
the shift from a 1-year to a 2-year tour of duty, made possible by the increased 
availability of housing in Korea, will reduce the lapse of time due to staff turnover 
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and therefore increase the total amount needed to pay technicians’ salaries. This 
will apply, to an even greater extent, to contract employees in fiscal year 1959. 
In fact, most of the increase in the total estimated cost for fiscal year 1959 is 
attributable to contract services. For some projects these services include, in 
addition to salaries and travel of contract personnel overseas, provision for partici- 
pant training under the contract, procurement of commodities, and overhead and 
other expenses covered by the contract. Contractors in all categories—university, 
professional and industrial—require substantial commitments of funds before 
undertaking work in the field; estimated contract costs for fiscal year 1959 there- 
fore will provide for services extending beyond that year. 

**2. How many defense support projects have been completed and do not require 
any further United States aid in Korea? 

‘How many new defense support projects will be instituted in fiscal year 1959?” 

Forty-four projects to which the United States provided assistance since 
inception of the aid program in Korea were completed as of the end of December 
1957. Seven other plants were 75 percent or more completed at that time. These 
plants will manufacture or process starch for textiles, uniforms for the armed forces, 
crushed limestone, pharmaceuticals, agaragar, and rubber accelerator. 

No new defense support projects will be initiated in fiscal year 1959. There are 
two projects, however, appearing under the following new titles in fiscal year 1959 
which are, in reality, extensions of projects initiated in earlier years, There are: 
(a) Secondary education, to which assistance was previously provided for class- 
room construction and in part through AFAK (Armed Forces aid to Korea) ; and 
(b) Higher education, for which facilities and technical assistance are being pro- 
vided at the collegiate level. These projects are being separately identified in 
fiscal year 1959 because the proposed assistance will be provided directly to the 
Korean Ministry of Education to strengthen its nationwide program in these two 
fields: This assistance will consist almost entirely of equipment and supplies 
needed to help relieve the acute shortage of trained personne! at all levels, which 
is now inhibiting Korea’s economic progress. 

“3. How much of the funds under section 402 could be used to finance the non- 
project aid earmarked for Korea?” 

The amount of defense support assistance proposed for fiscal year 1959 financing 
of nonproject imports for Korea includes a large sum for section 402 surplus com- 
modities. As in previous years, the local currency proceeds derived from the sale 
of these section 402 commodities will be used in entirety for support of the Korean 
defense budget. 

“4. What is the difference between ‘Vocational education’ and ‘Improvement 
of teacher training’ projects under defense support and those under technical 
cooperation?” 

These two projects are programed under both defense support and technical 
cooperation in fiscal year 1959 because they are to be financed in part from 
appropriations for each of these functional titles. The amount shown under 
technical cooperation will finance the cost of United States technicians, contract 
services, and noncontract participant training in the United States and third 
countries. The amount shown under defense support represents assistance 
required for the procurement of commodities needed to construct and equip the 
facilities necessary for effective support of the technical assistance being provided 
for the project. The commodity element is proposed for financing with defense 
support funds because it is larger in relation to the total cost of the project than 
is deemed appropriate for demonstration purposes under technical cooperation. 
The objective of both projects is to help overcome the dearth of technically 
trained Koreans who are an essential element in the country’s progress toward 
increased self-support. 

“5. How realistic is the exchange rate for the hwan? What steps are being 
taken to make it more realistic?” 

It is difficult to calculate the extent to which the Korean hwan is now over- 
valued. The official rate is 500 hwan per dollar, but most transactions, includin 
many involving United States aid funds under the bond auction system describec 
below, are made at effective free-market rates higher than 500 to 1, with some 
at rates exceeding 1,000 hwan per dollar. 

In any event, substantial progress has been made toward amelioration of the 
exchange rate problem in Korea. Determination to defend the 500 to 1 exchange 
rate has been a compelling factor in the Korean fight against inflation, the suc- 
cess of which is indicated by the fact that wholesale prices in Korea are now 10 
percent below the level of a year ago. 
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Further, specific action was taken in the spring of 1957 to assure more realistic 
pricing of aid goods for Korea through the establishment of a system, involving 
the auctioning of Korean Government bonds. Under this arrangement aid mer- 
chandise is sold to the Korean importer offering to purchase the largest amount of 
bonds over and beyond the local currency price of the merchandise calculated at 
the 500 hwan per dollar rate. The market price of the bonds, which bear a low 
interest rate, is less than one-third of the face value paid by the importer. Reve- 
nues from the bonds accrue to the Korean general budget, thereby reducing re- 
quirements for local currency support from aid funds. The bond auction sys- 
tem reduces the opportunity for windfall profits on aid imports, and at the same 
time maintains the 500 hwan per dollar rate as an incentive for Korean stabiliza- 
tion efforts. 

It may be pointed out that United States Government agencies concerned, as 
well as their representatives in Korea, continue to pay close attention to the 
Korean exchange rate problem and seek to encourage further remedial action on 
the part of the Government of the Republic of Korea. As another step in this 
direction the Korean National Assembly is considering a bill for a special excise 
tax on foreign exchange. 

(Security deletion.) 

“6. Defense support money for Korea in fiscal year 1959 is greater than in fiscal 
year 1958. Is it correct to assume that conditions have gotten worse?” 

The increase in defense support recommended for Korea in fiscal year 1959, as 
compared with the amount being made available in fiscal year 1958, should not be 
construed as indicating that conditions in Korea have gotten worse. Rather, the 
proposed increase recommended for fiscal year 1959 is intended to restore such 
assistance to a level more in line with requirements in order to prevent deteriora- 
tion of Korea’s economic situation. 

The original request for fiscal year 1958 was $270 million as compared with 
$300 million actually provided in the preceding year. Because of the sharp cut 
in fiscal year 1958 appropriations, however, only $215 million is expected to be 
available for Korea, this year. The cut in aid for fiscal year 1958 would already 
have resulted in reduced industrial and agricultural output, as well as shortages of 
imported foods and other essential supplies, were it not for the substantial pipeline 
resulting from the considerably larger amounts of defense support provided in the 
2 years immediately preceding. Even though the pipeline is expected to be drawn 
down by approximately $60 million during fiscal year 1958, there are indications 
that commodity arrivals will be lower than required to assure continued price 
stability and safeguard other economic gains made during the past year. 

By the opening of fiscal year 1959, replenishment of the pipeline, both for project 
and nonproject assistance, and especially for the latter, will be necessary to enable 
Korea to continue adequate support of its military forces and, at the same time, 
maintain essential consumption and domestic production. The impact of another 
cut in fiscal year 1959 below the level requested would amost certainly lead to 
renewed economic instability, seriously threatening United States objectives in 
the area. 

PHILIPPINES 


‘1. Institutional and cultural rigidities persist which are not well adapted to 
modern technology and the means of production necessary for further economic 
expansion. 

“In view of these attitudes, what can the United States hope to accomplish 
through further expenditures for economic and technical assistance?” 

Technical assistance provided to the Philippines under the United States aid 
programs since fiscal year 1951 has been directed largely toward improving this 
situation, by helping to create new government and private institutions and to 
improve the educational system. Considerable progress has been made in 
modifying old attitudes and in establishing new patterns conducive to economic 
expansion. 

For example, in the field of agriculture, rural banks have been organized to 
extend credit to farmers as a substitute for their customary dependence on a 
patrone or on a usurious moneylender. Similarly, farmer-owned cooperatives 
have been established to aid farmers in obtaining production loans and in process- 
ing and marketing their crops, as an alternative to the traditional dependence on 
absentee landowners and commodity speculators. In the industrial field, an 
industrial development center is demonstrating that Philippine commercial banks 
and private entrepreneurs can make reasonable profits through investment in 
productive, privately owned industrial establishments, as well as in the tra- 
ditional investment in real estate and commodity speculation. 
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The curricula and philosophy of the educational system are being changed so 
that future generations will have increased respect for skilled labor and tech- 
nicians, and academic studies will not be pursued merely as a matter of prestige. 
The philosophy is being inculcated that knowledge acquired in academic pursuits 
should be applied to practical problems in the present-day environment. 

In the future, these efforts are expected to have far-reaching results in changing 
the institutional and cultural patterns which have inhibited economic progress 
in the past. As a matter of fact, United States expenditures for economic and 
technical assistance have been held to a minimum in recent years because the 
attitudes and institutional rigidities inherited from the past would have prevented 
effective use of larger amounts of aid. 

2. [Security deletion.]} 

LAOS 


“1. Is the local currency generated by our aid dollars realistically valued? 
Why should we not withhold much of our aid until the currency is realistically 
valued?” 

Practically all observers agree that the Lao currency (kip) is overvalued. How- 
ver, there is still considerable difference of opinion as how best to cure this situa- 
tion. The Lao recall the last devaluation of their currency in 1953 when the 
French were in control of Lao financial matters, and this devaluation resulted 
only in a rise in internal prices and the reestablishment of an overvalued currency 
and a black market in that currency. 

For the past several months we have had many full and frank discussions with 
Lao officials on this problem. We are continuing our discussions with the Lao in 
order to work out a satisfactory system as soon as it is possible to do so without 
consequences which would adversely affect the free world position in Laos. In 
the meantime, we are pressing for adequate assurances that this currency problem 
will, in fact, be handled in such a way that a more realistic value for our aid is 
obtained. Any reduction or elimination of aid at this point would have an effect 
on the current electoral campaign in which the presently dominant conservative 
parties are contesting with former Pathet Lao and other leftist groups. Much 
of the aid is used to generate local currency to meet the pay and allowance costs 
of the army and police and the cessation of aid could produce a chaotic situation 
which would benefit the leftist groups and perhaps fatally damage the conserva- 
tive elements. 

{Security deletion.] 

“2. It is alleged that American passenger cars owned by Laotians are numerous. 
Are they the result, directly of indirectly, of American aid?” 

American passenger cars owned by Laotians are numerous at the present time 
only in comparison with their conspicuous absence before. When the United 
States Operations Mission was established in 1955, the Crown Prince was the 
only Laotian owning an American car. Since that time the number has increased 
but accurate statistics are not available either as to the number or ownership 
of American cars now in Laos. 

Imports of some automotive vehicles have of course been financed directly 
with aid funds since they are needed in conjunction with our programs. The 
amount and expenditure of aid funds authorized for Lao imports of motor vehicles 
of all kinds, cumulatively through December 1957, were as follows: Obligations, 
$3,111,000; expenditures, $2,089,000. This included trucks, jeeps, jeep station 
wagons, and passenger cars costing less than $2,400 at the point of shipment in 
the United States. 

Since the United States aid is almost the only source of foreign exchange for 
Laos, it has probably financed directly or indirectly some imports of American 
passenger cars beyond those needed for program purposes. In addition to those 
which may have been included in the import authorizations discussed above, 
others were probably financed from foreign exchange allocations made available 
by the Lao Government from its cash grant dollar holdings. In either event, 
however, it should be noted that the foreign exchange used to finance these 
imports was purchased with Lao local currency which has been required for 
important program purposes. 

“3. Deficiencies in government administration, both in policymaking and 
operations, as manifested in the delay in adopting sound monetary policies, has 
resulted in uneconomic use of foreign exchange resources and some dissipation of 
aid funds. 

“‘(a) How much of our aid has been dissipated?” 

The problem has been one of misdirection and inefficient use of aid rather than 
dissipation in the true sense. The basic reason for misdirection and inefficient 
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use of aid has been the increasing disparity between the official and black market 
exchange rates for the kip. 

In order to place this problem in perspective, it is necessary to examine the 
basic reason for our aid program to Laos. The principal need in Laos is for local 
currency, not foreign exchange. Once local currency is secured, it is placed in a 
counterpart fund from which it is released only for United States-approved 
expenditures by the Lao Government for military, police, road construction and 
repair, and other expenditures necessary for maintenance and development in Laos. 
There is no evidence of dissipation of local currency funds for these purposes. 

In order to secure this local currency considerable use has been made of so- 
called cash grants (i. e., purchase of loca! currency from the National Bank of 
Laos by a dollar check) partly because of the limited ability of the economy to 
absorb imports in the amounts required for generating the necessary local cur- 
rency, and partly because of the time which inevitably elapses between the issuance 
of procurement authorizations and the arrival of the commodities which generate 
the local currency. Consequently, dollars have accumulated to the account of 
the National Bank of Laos. 

From the dollars which it has thus acquired and accumulated the Lao Govern- 
ment issued licenses for the importation of commodities. The Lao Government 
had established a regular procedure for examination of import license requests by a 
ministerial committee, with American aid officials as observers. Last summer and 
fall a substantial amount (estimated at approximately $12 million) of import 
licenses were approved without going through this regular import procedure. 
We do not yet know what proportion of these licenses have given rise to the actual 
expenditure of dollars from the Lao Government’s reserves. Even this, however, 
could not properly be characterized as a dissipation of aid funds although it could 
be considered as a dissipation of foreign exchange to which the Lao Government 
had title. The United States had already secured the deposit of local currency in 
the counterpart fund against the dollars which were used to finance these import 
licenses, and such local currency has been used for the purposes outlined above. 
It should be noted, however, that the irregular issuance of import licenses has been 
stopped and the Lao Government has accepted a new procedure under which a 
representative of our aid mission participates effectively in the review of applica- 
tions for import licenses. 

The major irregularities in the Lao import program have been over-invoicing 
and diversions. In the former case, importers falsify invoices in order to obtain 
more foreign exchange than the amount actually necessary to pay for the imports. 
The difference is easily deposited to their credit in an account outside the country. 
Diversions occur when goods destined for Laos never get there or when after 
arriving in Laos they are illegally shipped out of the country. Such diversions 
have been facilitated by the fact that until November 1957 through bills of lading 
could not be issued for shipments to Laos and the Lao importer could legally 
take delivery in Bangkok. Reexports are facilitated by the fact that the Mekong 
River provides the natural boundary between Laos and Thailand, and is very 
difficult to police. 

One of the major contributing factors which accounts for this unsatisfactory 
situation has been the unrealistic official exchange rate of the kip, which pro- 
vides a strong incentive for these abuses and affords an opportunity for making 
illegal profits. This unrealistic rate of the kip is at least partially a reflection 
of the political instability in that part of the world. As a result there is con- 
siderable pressure on the part of those with money to get it out of the country 
and since this cannot be done officially, it is done largely through the import 
program. 

“(b) Does this mean that United States personnel has been lax in supervision?” 

United States personnel have not been lax in supervision of the Lao program, 
From the very nature of the program, since the principal need is for local cur- 
rency, and the need for local currency determines the dollar needs, most emphasis 
should be placed on supervision of local currency expenditures, and in fact has been 
so placed. All evidence indicates that United States personnel have been in- 
creasingly effective in supervising local currency expenditures, and the local cur- 
rency needs of the military program have been constantly reduced. 

United States personnel have observed many cases of misuse of foreign ex- 
change. When they have brought these examples to the attention of the Lao 
Government, corrections have been made. It is quite evident, however, that 
neither the Lao Government nor United States personnel can possibly eliminate 
all abuses in the use of foreign exchange, no matter how much supervision and 
control they attempt, until the exchange rate issue is settled, and so long as the 
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number of Lao trained for this purpose is extremely small in comparison to the 
job to be done. 

“(c) If Laos uses its foreign exchange resources in an uneconomic way, why 
should the United States continue to finance its economy to the extent that it 
is presently doing?” 

Laos receives practically all of its foreign exchange resources from foreign aid. 
Foreign exchange receipts from exports during the past few years have averaged 
only approximately $1 million annually. The principal reason for making aid to 
Laos available is to secure local currency needed to finance the army and the 
police. This’need isnot reduced by abuses in the use of foreign exchange. 

The principal purpose of our aid program in Laos is not to finance the economy 
of Laos, it is largely for military budget support. The entire cost of maintaining 
the Lao Army is met from MSP funds. Assistance to the Lao National Police is 
next in importance. Additionally, in an effort to bolster internal security and to 
increase popular support for the Government, financial support has been provided 
for the Lao Government’s civic action program which sends especially trained 
mobile teams into the provinces to work with and assist the people in meeting 
and solving local problems. In fiscal year 1957, of the approximately $44.5 
million of defense support and technical cooperation aid to Laos, more than $40 
million was for these purposes. 

Since we are financing a program of security, not the economy of Laos, we can- 
not discontinue aid to Laos because of economic considerations. 

(Security deletion.) 

“4. As of December 1957, ICA had 102 Americans in Laos. Figures given the 
committee for fiscal year 1959 indicate these will be reduced to [security deletion] 
although the nonmilitary aid will be about the same. 

“Is it possible to run this program efficiently with a reduced number of 
Americans?” 

The figures cited for ICA American personnel in Laos in December 1957 and 
for fiscal year 1959 are not comparable. The fiscal year 1959 figures of [security 
deletion] includes only the [security deletion] United States employed and [security 
deletion] contract technicians directly associated with the economic and technical 
assistance program in Laos, who are expected to be on duty at the end of 1959. 
These are the only American personnel in Laos paid from ICA program funds. 
The comparable figure for December 31, 1957, is 62, consisting of 48 United States 
employed and 14 contract technicians. Thus, present plans provided for an 
increase—not a decrease—in the number of technicians engaged in program 
operations in Laos during fiscal year 1959. This increase will be largely in the 
field of road construction, since the reopening and maintenance of national roads 
constitutes the major defense support project under the fiscal year 1959 program. 

The December 1957 total of 102 Americans in Laos, cited in the above question, 
excludes contract technicians and includes, in addition to United States emploved 
program technicians, administrative and other personnel not financed from ICA 
program funds. 

Notre.—The fiscal year 1959 personnel figures given in the answer to the 
above question are classified in the presentation book. The classified material 
is in brackets. 

THAILAND 


“How many defense support projects have been completed in Thailand, and 
how many will be initiated in fiscal year 1959?” 

United States funding has been completed and imported equipment and supplies 
have been delivered for three defense support projects in Thailand; one providing 
construction materials to permit rehabilitation of a section of the Thai State 
Railway extending from Udorn to Nongkai on the Laos border; another supplying 
railway communications equipment and rolling stock to meet increased civilian 
and military transportation requirements; and a third furnishing essential supplies 
to assist the Thai Government in establishing Volunteer Defense Corps training 
centers throughout Thailand. 

United States financing has been ended but deliveries are still to be completed 
for 5 other projects, including additional rolling stock for the Thai State Railway, 
essential materials for the improvement of Thailand’s aviation facilities, equip- 
ment for certain hospital projects, and 10 small generators to help meet the serious 
power shortage in the Bangkok area. 

By the end of fiscal year 1958, United States financing also will be completed 


for the Northeast Highway project which will link Bangkok with the relatively . 


isolated, economically depressed, and politically vulnerable northeast area of 
Thailand. 
a No new projects will be initiated in fiscal year 1959. 
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VIETNAM 


“1, Last year the committee was told that the Vietnamese Government was 
studying a reevaluation of its currency because the exchange rate was unrealistic. 
What is the present exchange rate and how realistictis it?” 

The official exchange rate in Vietnam continues to be 35 piastres per dollar. 
The rate for certain invisibles and certain other specified transactions which take 
place in the limited-access free market has remained in the neighborhood of 70 
piastres per dollar. During the past year, however, Vietnam has introduced tax 
and other measures which have resulted in effective exchange rates at more de- 
preciated levels. Export proceeds are converted 65 percent at the official rate 
and 35 percent at the controlled free market rate, giving an effective rate of about 
48 piastres per United States dollar. The average effective rate for the United 
States-financed commercial import program is reported to be 53 piastres per dollar. 
This average rate of 53 is composed of the official rate of 35, plus customs duties of 
5, and other import taxes of 13 piastres per dollar. Other imports (luxuries) are 
subject to a stabilization tax of 75 piastres per dollar resulting in an effective 
exchange rate of 110 piastres per dollar. Thus, although the official rate structure 
in Vietnam has not changed, tax and other exchange measures adopted during 
the past year have established appreciably more realistic effective exchange 
rates for more transactions, including the United States financed commercial 
import program, 

“2. Why did we agree with the Vietnamese ‘to initiate a number of large new 
projects in transportation and industry involving equipment procurable only on 
a long-lead-time basis’?”’ 

In the fiscal years 1955 and 1956 the Vietnamese Government was preoccupied 
with the emergency situation in the country—the aftermath of war and the in- 
flux of refugees from the Communist north—and the United States aid program 
was necessarily concentrated on emergency measures to create some degree of 
political and economic stability. 

By the spring of 1956 sufficient progress had been made in these directions to 
permit increased attention to the longer range projects required to improve the 
effectiveness of the military forces and to provide a necessary foundation for 
economic development. These involved restoration and improvement of vital 
highways, inland waterways, and airports to overcome the critical shortage of 
transportation facilities, and a modest degree of assistance to industry to enable 
production to keep pace with population growth and to compensate, in some de- 
gree, for the loss of the industrial centers in the north. Therefore, in fiscal year 
1957 the economic aid program was revised to include a number of large, new 
projects in these fields. 

Such projects, by their very nature, tend to require a relatively long time from 
initiation to completion. They cannot be undertaken, wisely and soundly, with- 
out preliminary surveys and the development of engineering plans. Furthermore, 
they involve the negotiation of engineering and construction contracts, and re- 
quire the procurement of heavy equipment on which deliveries are slow either 
because of the specialized type required or because of a backlog of orders. These 
projects were undertaken with full recognition of the time factor involved, be- 
cause of their overriding importance to Vietnam’s security and economic progress. 

“3. A highway and bridge program started in 1955 and enlarged in 1956 has 
not yet been completed. The committee was advised last year that a construction 
contract had not been signed because of complexities in negotiations. 

‘“‘Why are new projects being initiated in this field before others have at least 
been well advanced toward completion?” 

Because of the nature of road construction programs, particularly in a tropical 
country where the rainy season has to be taken into account, it is considered more 
practicable to undertake new phases of a project, before the near completion of 
others already underway. Before actual road construction work can be under- 
taken, planning and exploratory surveys are required, geological data must be 
assembled, preconstruction engineering accomplished and procurement of long- 
lead-time equipment must be arranged, including the development of specifica- 
tions, preparation of spare parts lists, and provision for repair and maintenance. 
Phasing of the actual construction work must be planned, taking into account 
weather conditions, and availabilities of supervisory personnel and labor force, 
equipment, and construction materials. 

This method of advance planning is illustrated by the following chronology of 
the highway and bridge project: 
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Under the 1955 project, emergency repairs were made on primary roads and 
bridges which had been destroyed during the war, about 200 kilometers of rural 
roads were improved, and a reconnaissance survey was begun by a United States 
engineering firm. 

In 1956 an 18-month, 2-phase plan for highway development was prepared. 
The first phase concerned sections of road to be completed during the balance of 
fiscal year 1956 and in fiscal year 1957, and the second concerned work to be done 
in the period following June 30, 1957. : 

It is true that complexities in negotiations ‘delayed execution of the construc- 
tion contract until November 16, 1957. However, under a letter of intent signed 
in February 1957, the construction contract personnel began to arrive in Vietnam 
in March 1957. 

Construction is now proceeding satisfactorily on the two most important 
stretches of road—on Route 1, from Saigon to Bien Hoa, and on Route 21, from 
Ban Me Thuot to Ninh Hoa. Additionally, engineering work has been done on 
the bridge construction necessary on Route 1, from Tourane to Nha Trang. 
Fiscal year 1959 funds are being requested primarily for the bridge construction 
work on Route 1, the coastal route from Saigon to the northern border. 

“4. What economic and technical assistance projects have been completed in 
Vietnam from which the United States has withdrawn its support?” 

The completed projects are as follows: 

Agriculture: 
Irrigation and drainage, public works: Funded in fiscal year 1956; terminated. 
Reforestation and erosion control: Funded in 1956; turned over to Govern- 
ment of Vietnam. 
Development of inland fisheries:] Funded in fiscal year 1956; turned overt to 
Government of Vietnam. 
Health and sanitation: 
~ Disposal of waste: Funded in fiscal year 1956; turned over to Government 
of Vietnam. 
Participant training: Funded in fiscal year 1956; terminated. 
Public administration: Training of civil servants: Funded in fiscal year 1956; 
terminated. 


AVAILABILITY TO UNITED STATES CITIZENS OF UNITED STATES-OWNED LOCAL 
CURRENCY UNDER THE MUTUAL SECURITY ACT AND PUBLIC LAW 480 


“Can foreign currencies accruing to the United States under the mutual security 
program or Public Law 480 be borrowed by United States (a) individuals or com- 
a for use in the country of origin; (b) if so, how much has been lent to such 

nited States individuals; (c) what will eventually happen to these foreign 
currencies?” 


Mutual Security Act 


Local currency accrues to the United States under the Mutual Security Act 
primarily pursuant to section 402 (formerly sec. 550) which provides that a 
specified amount of the funds available each year shall be used to finance the sale 
of surplus agricultural commodities. Section 505 of the act in turn limits use of 
such local currency to the purposes for which the dollars which purchased the 
commodities were appropriated. Thus under this provision of the act these 
currencies are available for use by the foreign government. 

Local currency loans to private individuals are not prohibited but the require- 
ment of section 505 renders them unlikely. In addition, sales under section 402 
have very largely involved the use of funds appropriated for defense support. 
Thus foreign currencies accruing to the United States are currencies of the 
underdeveloped countries around the rim of the Sino-Soviet bloc, where operations 
and investments by American firms are least attractive. As far as is known at this 
time, no arrangements have been made for the loans of such foreign currencies 
to American companies or individuals. 

Beginning in fiscal year 1955, section 505 (a) of the Mutual Security Act 
authorized repayment of mutual security loans in foreign currencies. Foreign 
currency interest and principal repayments will begin in small amounts in 1958 
and 1959. However, at this time no repayments have been received. Section 
505 (b) provides that repayments shall be held by the Treasury to be used for 
such purposes, including further loans, as Congress may authorize. 

Under the provisions of section 204 (a), as amended by the Mutual Security 
Act of 1957, the foreign currency receipts of the Development Loan Fund are 
available for relending, including lending to United States companies or individ- 
uals. The Development Loan Fund, of course, has had no foreign currency 
receipts up to this time. 
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Public Law 480 


Section 104 (g) of Public Law 480 authorizes the United States to lend a pertion 
of the sales proceeds arising under Public Law 480 to the purchasing country to 
promote multilateral trade and economic development. During fiscal year 1957 
it was the policy of the executive branch to secure agreement with the host 
country that a portion of the funds so lent would be set aside for relending to 
private enterprise on a nondiscriminatory basis. Agreements containing such 
provisions make it possible for United States companies or affiliates to apply for 
loans of foreign currency through the established banking facilities in the host 
country. Sales agreements containing provisions of this type were made with the 
following countries: Bolivia, Brazil, Colombia, Ecuador, Greece, Iceland, India, 
Israel, Italy, Pakistan, Peru, Philippines, Spain, Turkey, and Thailand. Local 
currency equivalent to at least $150 million thus was set aside for loans to private 
enterprise. 

Efforts to arrive at similar agreements relating to loan funds available from 
sales made prior to fiscal year 1957 are being pressed. To date, a number of 
countries including many of those named above, as well as Argentina, Japan, and 
Paraguay, either have relent or have agreed to relend over $100 million equivalent 
to private investors. 

tt is not feasible to indicate how much has been lent to United States business 
under these arrangements because the funds are administered by foreign institu- 
tions and our records are not current. 

In August 1957 the Congress amended section 104 (e) of Public Law 480 to 
provide that not more than 25 percent of the currency accruing under Public Law 480 
sales should be available through the Export-Import Bank for loans to United 
States business firms and branches, subsidiaries, or affiliates of such firms for 
business development and trade expansion in such countries and for loans to 
domestic or foreign firms for the establishment of facilities for aiding in the utiliza- 
tion, distribution, or otherwise increasing the consumption of, and markets for, 
United States agricultural products. These loans must be mutually agreeable 
to the bank and the host country. The United States has concluded agreements 
to set aside over $55 million for lending under this provision. 'The Export-Import 
Bank has announced that it is accepting applications for loans of the currencies 
of the following countries: Mexico, Pakistan, Finland, France, Israel, Greece, 
Turkey, and Korea. In view of the short time since the passage of the amend- 
ment, no loans have yet been made by the Export-Import Bank but the bank is 
now engaged in processing applications and the work on many of these applications 
is well advanced. 

No Public Law 480 loan repayments are scheduled until 1959. When repay- 
ments by foreign countries do begin, the funds will be available for sale in exchange 
for dollars by the Treasury to the United States agencies which have use for them. 
The executive branch has under study the question of other possible uses for these 
currencies when the volume of repayment becomes substantial. 


* * * * * * * 


(The following additional information has been submitted by the 
Department of Defense for insertion in the record; see also p. 295, 
pt. II of hearings on Mutual Security Act of 1958:) 


Question by Mr. Merrow 


‘Would you want to venture an estimate as to how much it would cost the 
United States in additional defense if we didn’t have this program?”’ 


Answer by General Twining 


I am hesitant to ‘‘venture an estimate,”” Mr. Merrow, except to say that, in 
my opinion, the annual defense cost to the United States without the foreign aid 
program would far exceed the sum total of our present foreign aid program plus 
our defense appropriation. My hesitancy to attempt a dollar answer to your 
question stems from the fact that, without our foreign aid program and the 
military strength that it adds to our forces in men, material, and bases, we would 
have to devise a whole new military strategy. This strategy would almost in- 
evitably be of the fortress America type. Not only would such a military strategy 
cost a great deal more money, but even with the additional expenditures, I could 
not guarantee for it the same amount of security which our mutual security system 
now brings us. 

* * * * . * * 
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(The following material has been submitted by the Department of 


Defense for inclusion in the record:) 


FiscaL AND BupGETARY STATUS OF THE DEPARTMENT OF DEFENSE MILITARY 


ASSISTANCE 


APPROPRIATION, 


1950-58 


(Prepared by Office of Assistant Secretary of Defense for International Secur- 


ity Affairs Comptroller.) 


Status of funds, fiscal years 1950-58 


Fiscal year 


MGM iat. oi) Leak: 


Subtotal 


Less adjustments for transfers, re imbursements, rescis- 


Moms. 2ccu. 


Total available for military assistance 


Less amounts used for other mutual security programs 


Total, military assistance program 
1958 appropriation activity -._- 


Total, fiscal years 1950-58 


Less amounts used for other mutual security programs | 


in fiscal year 1958... -_._- 


Total military assistance - 


2 Planned for transfer to ‘‘Economic assistance’’ 


sec. 501. 


Obligations, reservations by military department, 


1 Obligations estimated through fund availability period Dec. 31, 
(defense 


| Appropriations 


| $1, 314, 010, 000 


| 5, 222, 500, 000 


5, 744, 026, 186 
4, 219, 834, 500 


1, 252, 700, 000 
1, 022, 200, 000 


-| 2,017, 500, 000 


24, 022, 770, 686 


| 


1, 542, 641, 698 


| 22, 480, 128, 988 
911, 431, 681 


"568, 697, 307 





| 22, , 908, 697, 307 


| 2 30, 000, 000 | 


22, § 878, 697, 307 


1958, 


years 1950-57 








Department of Defense 
Fiscal year ot ke. rea aie a 
| 
Army Navy [Air Force| OsD 
| | | 
its bcccdcetiino hha dalek Sb 869, 7 | 74. 5 | 134. 2 | A 
aaa ee A 2, 530. 5 442.3 | 1,413.5 | 45.4 
ora siaiaektrnmceecce tite -| 2,900.5 650.3 | 1,710.6 | 277.2 
| RENEE TIS ee. Gi | Se 320.1 | 1,130.0 | 9. ¢ 
a i aN eithll 5 heck atl initia tote } 986. 8 216. 8 | 330. 9 140.5 
ee | 1,114.0 350.4 | 1,632.8 91.5 
tee Sane a His 754.9] 143.0{ (190.1)! 113.0 
Seb diicdtiedbdtwstbows eeseod 971.4 235.0 | 349.8 | 99.3 
Subtotal (1950-57)_......- | ll, 119.6 2. 432.4 6, 511.7 | 776.3 
Deduct amounts classified as 
other than military programs ‘ 
Balance, amounts classi- | 
fied as military pro- 
Ge daGhiinetecqnant 11, 119.6 2, 432. 4 6, 511.7 776.3 





NotE.—Parentheses indicate minus quantities. 


(in millions of dollars] 


3, 230, 000, 000 | 


| 


| 
| 





support ap] 


agency, 


| 
|Obligations and| 


reservations 


$1, 100, 969, 004 
4, 676, 861, 468 
5, 591, 192, 352 
2, 512, 086, 508 
2, 383, 749, 227 
3, 163, 203, 700 

848, 724, 356 
1, 664, 542, 373 


21, 941, 328, 988 


21, 941, 328, 98S 
911, 431, 681 


21, 029, 897, 307 
y 340, 000, 000 | 


l, 848, 800, 000 


22, 878, 697, 307 


22, 878, 697, 307 


ropriation) und 


and fiscal 


Expenditures 


$51, 706, 228 

934, 218, 806 
2, 385, 911, 187 
3, 953, 107, 738 
3, 629, 459, 864 
2, 297, 244, 103 
2, 620, 086, 399 
2, 356, 304, 295 


18, 228, 038, 620 


18, 208, 038, 620 
893, 860, 061 


“17, 334, 17 8, “559 
2, 200, 000, 000 


19, 534, 178, 559 
14, 984, 000 


19, 519, 194, 559 


er provisions of 


year—Fiscal 


Total 
___| Other | military 
| agencies ‘assistance 
Total 
1, 078. 22.5 1, 101.0 


on 
Se 
WOH 





4, 676.9 
5, 591.2 








60.9} 2512.1 
| 1675.0 708.7 | 2,383.7 
| 3,188.7 (25.5)| 3, 163.2 
| 990.8 27.9 848.7 
| 1, 655. 5 9.0 | 1, 664. 5 
3 | 2 20,840.0| 1,101.3| 21, 941.3 
& 911. 4 911.4 
|: . mn cee 
4is 20, 840.0 189.9 | 21,029.9 
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Tri 
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itures 


106, 228 
218, 806 
11, 187 
107, 738 
159, 864 
244, 103 
)86, 399 
304, 205 


138, 620 


)38, 620 
560, 061 


7) 8, 5: 59 
84, 000 
94, 559 


ions of 


“iscal 


‘otal 
litary 
stance 


i, 101.0 
t, 676.9 
5, 591.2 
2, 512.1 
,, 383. 7 
3, 163. 2 

848.7 
|, 664. 5 


|, 941.3 
911.4 





L, 029. 9 


MUTUAL SECURITY ACT OF 1958 573 


Obligations and reservations by program category and fiscal year—Fiscal years 
1950-57 


{In millions of dollars} 


























Fiscal year Deduct | Balance: 
a amounts;A mounts 
Sub- |classified |classified 
total, | as other | as mili- 
Program category fiscal than | tary 
1950 | 1951 1952 | 1953 1954 1955 | 1956 | 1957 | years | military | assist- 
1950-57 | assist- ance 
ance | program 
program 
Materiel... ______|1, 045. 3/4, 250. 7/5, 010. 8/2, 136. 2/1, 296. 1/2, 934. 9] 463. 9/1, 271. 8/18, 409. 7|__._____- | 18, 409.7 
| alle aa ooulintititaclsesheclsecans Lebise 28.9 40.7 5.3 5. 0} TO Wsticdandiog 79.9 
Supply opera- 
 _ ernpes 17.9} 75.9) 110.6} 200.2) 128.5) 88.2] 137.8) 130.2) 889.3)_....___. 889. 3 
"TURE, «26 -s00- 5.1 36.0) 71.5) 95.0) 68.5) 34.6) 56.7 Sr.G) 494. Gleds aa 424.4 
Administration... 4.1 29.3 47.3} 36.2) 653.2 20.6) 19.5 20.7 230. 9} 66.1 164.8 
International 
Military Head- 
quarters nie aaaek 6.0 1, 6) 7.9 5.2) 3.4! 5.3 29. 4) 1.4 28.0 
Inmrestracture. < ..)5-s...-|.0-ns-- 280. Oh i:..--. 115.6) 64.3) 69.9) 57.8) 527.6)......... 527.6 
Military public | | | 
ae 6. 5} 1.6 37.0) (4) (4) 2.4) 30.4 65.1) 143.0) 2.1 140.9 
MWDP. a ‘ | Tawa te 19.2; 21.4) 38.9 35. 3 114.8 | 114.8 
Special projects... 22. 1 283. 4 88.0 42.9) 665.8) (49.1)| 22.9 16.3} 1,092.3 ~ $41 8 250. 5 
Total... 1,101 0/4, 676. git 5 591. 2/2 512. 1 2, 383.7 13, 163. 2} 848. 7/1, 664. 5 \21, 941. 3) 911. 4) 21,029.9 




















| ' | 


1 Less than $50,000. 


Note.—Parentheses indicate minus quantities 


Expenditures by military department, agency, and fiscal year—Fiscal years 1950-57 


om millions of owl 
































Department of Defense | Total mil- 
Fiscal year }__ nt ae a 2 Other itary 
| | | agencies | assistance 
Army | Navy /AirForce|} OSD Total | 
coeriipeiibltaiadiiagin 
Dl insbdscdatuitcdes 4& 25.7 7.9 5.8 0.2 49.6 | 2.1 51.7 
Stated ismselies deanrdberes a shobebhbbe 615.5 101.7 133 9 47.8 898.9 35.3 934. 2 
Senn awce onal ba 1, 355 : } 284.1 570. 2 66.0 2, 275.3 110.6 2, 385. 9 
ntti noccqndvtassecccababetons | 2,116.0 | 425.0 1, 1: 20.4 143.6 3, 805.0 148.1 8, 953. 1 
1954 datutbandumenhenenan | 1,929. 9 368. 4 936. 6 76.0 3, 310. 9 318.6 3, 629. 5 
1955 _. su boot habthea 1, 606. 6 308.0 94.9 60. 9 2,070.4 226. 8 2, 297. 2 
es eda sub cuden | 1,320.5 263. 4 800. 4 76.7 2, 461.0 159. 1 2, 620. 1 
WT ss an03 de Oak wadclekle.| Gee 213.4 | 1,117.5 88.6 | 2,282.4 73.9| 2356.3 
ee ee ae ee | —— --~— —-— —_— 
Subtotal (1950-57) ........| 9,832.1 1,971.9 4, 789. 7 559.8 | 17,153.5 | 1,074.5 18, 228.0 
Deduct amounts classified as | 
other than military programs. Le 3s tent 893. 8 893. 8 
Balance, amounts classi- | 
fled as military pro- 
MN . oaks creg ob cate 9, 832. 1 1,971.9 | 4,789.7 559.8 | 17, 153.5 180.7 | 17,334.2 
\ 
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Expenditures by program category and fiscal year—Fiscal years 1950-57 
{In millions of dollars] 


























7. 


4\_ 





Deduct | Balance: 
amounts} A mounts 
classified |classified 
as Other | as mili- 





than tary 
military | assist- 
assist- ance 
ance | program 
program 
----| 15, 173.7 
Zs 12.4 
858. 2 
i 375.6 
66.1 158. 6 
1.4 24.5 
Bioessaee 392. 1 
1.9 56.8 
: ; 37.4 
824.4 244.9 








Fiscal year 
Sub- 
total, 
Program category fiscal 
1950 | 1951 | 1952 1953 1954 1955 1956 1957 years 
1950-57 
Materiel_..____- 40. 3} 761. 8|2, 000. 1]3, 400. ole, 999. 8]1, 814. 5/2, 197. 4/1, 959. 2/15, 173. 
WGP ol io cccncnnnlceetsekse oh Ce 1 1 1.5] 10.7 12. 
Supply operations. 6.8) 56.2) 110.4) 177.2) 143.3) 104.2) 122.1) 138.0 858. 
Training - -__- oh -l} 12.0 28. 2 68.3 79. 5 77.7 55.5 54.3 375. 6 
Administration 2.5) 22.8 36. 6 47.7 48.4 25.7 21.0 20. 0 224.7 
International Mil- 
itary Headquar- 
ie nhe tenella a eEh aaa 2.2 2.4 5.1 6.7 4.2 5.3 25.9 
Infrastructure. ._.-|_-----|----- 15.7] 133.2} 72.6] 51.0] 60.0} 59.6) 392.1 
Military public 
SE op uchsmeeMathees 4.4 35.9 3.5 5 .3 3.5 10.6 58.7 
I ol Ree URE eB EE aah 3.0 11.5 22. 9} 37. 
Special projects___. 2.0} 77.0) 156.8 120. 2} 280.2} 214.0) 143.4 75. 7| 1, 069. 3) 
Total........] 51.7! 934. 2/2, 385. 9/3, 953. 1) 629. 512, 297. a2 620. 1/2 356. 3/18, 228 


| 


-0| oes} 17, 334.2 


Budgetary status of funds available for expenditure in fiscal year 1958—by program 


Program category 


Re Bee ae cab a alittunusvsnel 
Facilities assistance........_..-- 
Supply operations 
i ees 
0 ee eee biae 
International Military Headquarters. ---- 
Infrastructure. -. 

Military public works__......_...-.. om 
Mutual weapons development_...__----- 
Special projects__-_- 


Total, military assistance programs... 

Add military assistance appropriations 
programed for other mutual security 
I  inicicidndecmnetenimaninabiniel 
Total, military 
priations 


assistance appro- 


category 


[In millions of dollars] 

















Total Estimated 
Certified |Estimated,| available expendi- | Estimated 
unpaid fiscai year for ex- tures, carryover, 
June 30, 1958 penditure, | fiscal year | June 30, 
1957 program fiscal year 1958 1958 
1958 
— plcndis 
3, 236.0 1, 443. 7 4, 679. 7 1, 762.0 2,917.7 
67.5 20.0 87.5 22.4 65.1 
81.1 123. 7 154. 8 118.8 36.0 
48.8 68.4 117.2 72.1 45.1 
6.2 23.5 29. 7 23.2 6.5 
3.5 6.6 10.1 6.3 3.8 
135. 5 65.0 200. 5 70.0 130. 5 
84.1 59.4 143. 5 68.0 75.5 
77.4 125.0 102. 4 29.2 73.2 
5.6 13.5 19.1 13. 0 6.1 
3, 695. 7 | 2 1, $48.8 5, 544. 5 2, 185.0 3, 359. 5 
17.6 | anernaartpererd 17.6 15.0 2.6 
3, 713.3 1, 848.8 5, 562. 1 2, 200. 0 3, 362. 1 
| 








1 In addition, $15 million is estimated to be obligated, utilizing local currency. 


Excludes $30 million planned for transfer to economic assistance under provisions of sec. 501. 
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Monthly obligations or reservations during fiscal years 1957 and 1958 


[In millions of dollars] 

















During month Cumulative 
Month 
Fiscal year | Fiscal year } Fiscal year | Fiscal year 
1957 1958 1957 1958 

FEE chinks mb petdn a dp ondt=dnpvicenie ddigigeds~abéenbbiecboéila 67.8 25.6 67.8 25.6 
el ciate ria aan Beane nll ated eel geaminirdhabenaminadiale 30.1 29. 4 97.9 55.0 
September. .__- 18.0 1(65. 9) 115.9 1(10. 9) 
October - 14.9 182.8 130.8 171.9 
November..........--- on dati ih telae hb tebediatadiinan abil 29. 5 450. 7 160.3 622. 6 
I I 525. 6 89.8 685.9 712.4 
gel pee cn el seller es 84.0 2515.4 769.9 21, 227.8 
IS oes edie h nn cdsanwoddele abateeuavebadaead 43.8 2150.0 813.7 2 1,377.8 
I hers sittin dole con stadh be) <dd> Bho abebdd dan ios 127.8 2 130.0 941.5 21, 507.8 
I teal Eee aa ae raed 300. 4 2124.0 1, 241.9 2 1, 631.8 
SE cha ceaeen barbs tamen de aees ei eaunerawciedaeees 64. 4 2117.0 1, 306.3 21, 748.8 
meee. Wilt OI. Rye. sl Ae web 358. 2 275.0 1, 664.5 2 1, 823.8 
Sali -Doecema een AONB. ic. aise sein scssesce dee dge eis leisss bhi stasis ORO eis hans dll 21, 848.8 





1 Parentheses ( ) indicate minus quantities. 
2 Estimated. 


Note.— Excludes $30.000,000 planned for transfer to economic assistance (defense support appropriation) 
under provisions of sec. 501. 


Monthly expenditures during fiscal years 1957 and 1958 


[In millions of dollars] 











During month Cumulative 
Month 
Fiscal year | Fiscal year | Fiscal year | Fiscal year 
1957 1958 1957 1958 
Te eins nisi ae nn cantnweceiaseunnnnesamaupielond 301.9 213.1 301.9 213.1 
ON Oe ES ee 5) ne ee Ee RS) ‘ 157.4 152.3 459.3 365. 4 
NE i idividasdtnthtin tndeehs. intact eshsdsdebnes 94. 4 169. 5 553. 7 534. 9 
ee ili aetonn is cciddncicicigthddeiirianiiastesstiabigedl 159. 0 168.5 712.7 703. 4 
IEE «occ cobebesabenbeccsntctdvetndtecavunda . 100. 1 183. 2 812.8 886. 6 
IT cts in nccy aah adediatonnseshiints piesa aigietinieeaaieanaan ato 102.7 154. 2 915. 5 1, 040.8 
SL en coscde cisasctudece sett dl cbs ccepadbied 179.6 1 206. 6 1, 095. 1 1 1, 247.4 
February wsatcuweaescge JastpANee seas 136.9 1173.7 1, 232.0 11, 421.1 
March...-...-. De atanacdcnamindton ssesiMionmedatbiohis 262.3 1179.7 1, 494.3 1 1,600.8 
RSC. icc eos ebe. 265k JA aah Ue 155.3 1170.7 1, 649. 6 11, 771.5 
NS RA sion: isdn thp m Epc np ines ain Melitta ial 255. 4 1174.6 1, 905. 0 11, 946.1 
PE: casinchethitaee nteRaedhsennmaaceperttnGsanted 451.3 1253.9 2, 356. 3 12, 200.0 


1 Estimated. 


STATUS OF RESERVATION ACCOUNT 
I. Explanation 


Definition.—The term ‘‘MAP order” describes the documents issued by the 
Assistant Secretary of Defense (ISA) or his authorized designee, to the military 
department, authorizing procurement or delivery from service stock of materiel 
or services in accordance with the provisions of section 108, Public Law 208, 84th 
Congress, Mutual Security Appropriation Act, 1956, as amended. This docu- 
ment or order specifies the amount of MAP funds to be reserved in order to re- 
imburse service appropriations when the MAP item is manufactured, transferred 
from service stock and delivered to the grant aid country. 
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How the order and reservation process works.—Upon issuing an order, the ISA 
Comptroller transfers funds to be held in reserve by the military departments 
under an appropriation limitation account. This action constitutes a fund reser- 
vation or obligation and in effect guarantees the military department that funds 
will be available for reimbursement when the items ordered are delivered. When 
the MAP orders are received, the military departments distribute the quantity 
and value of the order in the approved service supply program for each of the 
reguls ar military appropriations or stock funds under which the procurement or 
issue from service stock will be accomplished. Such amounts are not recorded as 
obligations incurred at that time. The military departments may and do, in 
anticipation of the guaranteed reimbursement, request apportionments from the 
Bureau of the Budget of the amounts of the orders to augment applicable regular 
military appropriations. When materiel has been delivered, documentary evi- 
dence in the form of shipping documents and manifests, along with other required 
accounting data, is submitted to the MAP clearing office(s). Vouchers are then 
processed to reimburse the military appropriations or stock funds. If reimburse- 
ments are effected promptly, the difference between deliveries and payments will 
not be greater than the amount of deliveries and services performed during the 
same month. Pursuant to section 108, unobligated reserves as of June 30 of any 
year are carried forward into the succeeding. year’s account. 


II. Status of reservation account 


Total | Army Navy Air Force 





Total orders and reservations issued 

through June 30, 1957-.___- -| $6, 593,051, 440 | $2, 411, 545, 229 $475, 313, 425 $3, 706, 192, 786 

Less expenditures through June 30, 1957- 4, 179, 990, 194 1, 754, 256, 338 234, 317, 218 2, 191, 416, 638 
: 





Unexpended reservations July 1 





ae a earn i ..-| 2,413,061, 246 657, 288, 891 240, 996, 207 1, 514, 776, 148 
Plus: 
Reservations through Jan. 31, 1958_.] 1,019, 980, 325 693, 864, 068 116, 319, 104 209, 797, 153 
Estimated reservations Feb. 1 to 
I 323, 197, 675 161, 032, 932 49, 412, 896 112, 751, 847 
Estimated reservation availability 
through fiscal year 1958.............. 3, 756, 239,246 | 1, 512, 185, 891 406, 728, 207 1, 837, 325, 148 
Less: 
Actual expenditures through Dec. 
Oi, 40672.252... a & 608, 107, 893 205, 345, 066 38, 927, 228 363, 835, 599 
Estimated expenditures Jan. 1, to 
| 


oun 30, 4908. ......2di.i..... 688, 792, 107 251, 054, 934 41, 072, 772 396, 664, 401 


| — —_ SE 








2. 
Balance, estimated unexpend- 
| 
i 


ed reservations, June 30, 1958.) 2, 459, 339, 246 1, 055, 785, 891 | 326, 728, 207 1, 076, 825, 148 
| 





(The following information has been submitted for inclusion in the 
record in response to a request by Mrs. Kelly. See also p. 494.) 


The status of local currency funds in Yugoslavia is shown on page 102 of the 
Europe and Africa Congressional Presentation Book. 

Local currencies have been programed largely for direct military support and 
for project assistance in fields-of activity in which United States special assistance 
and technical cooperation dollar funds are being used to expand the impact of 
western ideas and techniques. No local currency funds have been used for 
Yugoslav debt retirement. Local currencies were expended cumulatively through 
June 30, 1957, as follows: 
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(Thousands of dollars equivalent] 





Mutual secu- | 
| rity program 








| United | Counter- 

| §tates- | part 

| owned local 

currencies | 
Direct military support-.--- sri ahi aaa oo ene : _ aaa 127, 524 
Agriculture and natural resources.--.- , 484 | 32, O11 
Industry and mining_._--- a ee ee ne cite | 8, 532 | 22, 095 
Transportation ee a : Tha i 26, 306 16, 058 
Health and sanitation - -- : ice 347 | 102 
Education i : ‘ 268 |. as 
Community development, social welfare, and housing... - 3, 896 4, 065 
General and miscellaneous ; . dea 1, 333 
Transfers to United States account - ; . Ipsienl 21, 529 

Total i / Ses aang eitantiats aie - 39, 833 224, 717 


! 


No expenditures were made out of Public Law 480, titles I and IT local currencies 
prior to June 30, 1957. 

The uses for which obligations or commitments of local currency are plaaned 
in the fiscal year ending June 30, 1958, as shown on page 103 of the Europe and 
Africa book, are as follows: 


[Thousands of dollars equivalent] 














Mutual 
security 
program Public Law 
United Counterpart | 480, title I 
States- 
owned local 
currencies 
Military purposes—projects_..........-- on | eaeciinn 57, 300 
Agriculture and natural resources... --- ‘ 17, 200 13, 777 
Industry and mining... -- : 3, 000 : 27, 554 
Transportation - - oa . 2, 000 6, 200 6, 589 
Community development, social welfare, and housing. - -- é y Sak 11, 980 
General and miscellaneous. - 565 05545 Ce. catbied S: BOO tin cc sacs 
Pete. cs hci eis Subs ee | 5, 000 26, 700 117, 2 


Since the preparation of the estimates shown on pages 102 and 103 of the Europe 
and Africa book, the USOM began discussions with the Yugoslavs on programs to 
utilize additional local currency funds which will bring the total now under con- 
sideration for programing for economic development projects to approximately 
$143 million during calendar 1958. These discussions are in the final stages of 
negotiation. Specific fields for development included in the $143 million program 
are the electrical industry, mining, transportation, housing, land development and 
agricultural promotion, slaughterhouses and refrigeration plants, education, and 
public health. 
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THURSDAY, MARCH 6, 1958 


House oF REPRESENTATIVES, 
ComMITTreE ON ForeIGN AFFAIRS, 
Washington, D. C. 

The committee met, in executive session, at 10:40 a. m., room G-3, 
United States Capitol, Washington, D. C., Hon. Thomas E. Morgan 
(acting chairman) presiding. 

Acting Chairman Morgan. The committee will come to order. 

This is a continuation of the hearings on the Mutual Security Act 
for 1958 making authorizations for the fiscal year 1959. 

We have with us today three witnesses, Joseph Palmer, Deputy 
Assistant Secretary for African Affairs, State Department; Rear Adm. 
Charles K. Bergin, regional director for Near East, South Asia, and 
Africa, Office of Assistant Secretary for International Security Affairs, 
Department of Defense, and Stuart H. VanDyke, regional director, 
Office of African and European Operations, International Cooperation 
Administration. 

Two of the statements are very short. We are going to go through 
all three of the statements before we start the question period. 

Mr. Palmer, I will call on you first. 


STATEMENT OF JOSEPH PALMER II, DEPUTY ASSISTANT 
SECRETARY OF STATE FOR AFRICAN AFFAIRS, 


Mr. Paumer. Mr. Chairman and members of the committee, I 
welcome this opportunity to discuss with you the mutual security 
program of 1959. 

In recent months, increasing attention has been focused both here 
and abroad on the great continent of Africa. To a very large extent 
this growing interest results from an appreciation of the force and 
scope of the dynamic trends which are apparent in the Africa of 
today. 

Since World War II, 5 new African states—Libya, Morocco, 
Tunisia, the Sudan, and Ghana—have taken their place among the 
family of free nations, 4 of them within the last 2 years. 

The same pressure by the forces of nationalism and the same 
sympathetic responses by the administering powers which combined 
to give the impetus to these new political entities are now hard at 
work in other vast areas of the continent. 

Somalia, by the decision of the General Assembly of the United 
Nations, will receive its independence in 1960. 

Nigeria is scheduled to achieve the same status at about the same 
time. Among other British African territories, the Federation of 
Rhodesia and Nyasaland and Uganda are proceeding rapidly along the 
road to self-government. 
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In all of the French territories south of the Sahara, including the 
Trust Territories of Togo and Cameroon, advanced forms of repre- 
sentative self-overnment have recently been instituted. The pros- 
pects are that the number of independent and self-governing states 
on the African Continent will continue to increase in the years ahead. 

It has become abundantly clear, however, that the attainment of 
independent and self-governing status by no means brings in its wake 
an automatic solution to the economic and social problems which 
demand the attention of so much of the African Continent in common 
with other less-developed regions of the world. Emerging Africa 
increasingly faces a pressing need for better public health, more 
extensive education, and more diversified economic deve lopment 

rograms. In fact, no government could probably survive for very 
me which failed to recognize these requirements and to show progress 
in their fulfillment. 

We have thus far been fortunate in Africa that the new states which 
have emerged—as well as those of longer duration—are governed by 
regimes which are moderate, friendly, “and dedicated to the mainte- 
nance of their independence. These are tremendous assets to the free 
world which must be conserved and strengthened. But if these mod- 
erate regimes are to maintain themselves and justify their present 
orientation, they must be able to demonstrate to their peoples, in 
concrete and understandable terms, the advantages of cooperation 
with the West and of middle-of-the-road approaches to the solution 
of their current pressing problems. 

Nor should we overlook the important influence these new states will 
have on the pattern of emerging Africa. To the extent that such new 
states are successful in maintaining their independence, in developing 
their human and natural resources and in playing a constructive and 
responsible role in world affairs, so will they inspire others and demon- 
strate to those about to achieve self-government the advantages of 
moderation and cooperation. Again, however, it is clear that external 
aid is a key to the realization of these advantages. 

Unemployment, trade deficits, scarcity of skilled labor and man- 
agerial personnel, lack of resources, paucity of private and public 
investment capital and economic dislocations arising from uncertain- 
ties in their foreign relationships with other countries are but some of 
the problems facing the independent nations of Africa today. 

Obviously the United States alone cannot and should not try to 
supply all the external assistance required to improve these con- 
ditions. 

We have long sought to establish the problem of the less-developed 
areas as a larger free-world responsibility. In no other area of the 
world are other western nations doing more to help the less developed 
regions than in Africa. This assistance takes a variety of forms. 
Most of the Fl aoeg metropolitan powers are putting considerable 
amounts of resources directly into technical and economic programs 
in their African dependencies. 

Additionally, through their joint development fund, the six west- 
ern European nations affiliated with the E uropean Economic Com- 
munity will make large sums available for developmental assistance 
in the African dependencies of member states. The United Nations 
technical assistance program, as well as the projects of the specialized 
agencies, also are having their beneficial effect. Recently, a number 
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of the independent states of Africa south of the Sahara entered an 
organizational relationship with the administering powers of Western 
Europe to form the Foundation for African Mutual Assistance, which 
at its present state of development will be primarily concerned with 
facilitating bilateral technical assistance programs between the de- 
veloped and the underdeveloped participating countries. 

In addition to these impressive efforts, private capital has made an 
enormous contribution to the development of Africa. As Secretary 
Dulles stressed in his recent appearance before you, we continue to 
favor the greatest possible participation by private capital in the 
development of the less-developed areas of the world. 

But even the combination of these resources is not sufficient to 
meet the technical and economic development requirements of Africa 
today. Further sources of capital snd, know-how are needed. In 
accordance with the responsibilities which we have accepted in the 
postwar period, the nations of Africa look increasingly to us for leader- 
ship and for support for their political, economic, and social aspira- 
tions. Since we have a very real interest and stake in a politically 
stable Africa, we must be in a position to respond. 

It is difficult to overestimate the importance of Africa to the free 
world. One measure of its strategic value is evidenced in the major 
United States air, naval, and communication facilities maintained in 
Morocco, Libya, and Ethiopia. The significance of the Cape route as 
an alternative to the Suez Canal was demonstrated a little more than 
ayearago. A little map study reveals the causal relationship between 
north African stability and peace and that of the European NATO 
and Mediterranean areas. Sub-Sahara Africa’s contribution of stra- 
tegic raw materials—uranium, diamonds, manganese, tin, copper, 
chrome, to mention a few—is of vital i impor tance to free-world strength 
and security. 

In view of the political, economic, and social challenge currently 
faced by the newly independent and self-governing states of Africa, 
and in view of the strategic importance of African bases and African 
raw materials to the free world, the renewed Soviet threat to Africa— 
dramatically trumpeted at the recent Cairo Afro-Asian Solidarity 
Conference—takes on increased significance. 

The establishment of an Afro-Asian Peoples Solidarity Council, 
which met last month in Cairo, and of a permanent secretariat in 
Cairo with both Soviet and Communist Chinese members, highlights 
the eager Communist intention to exploit African soft spots wherever 
they find them. The Communists have already made some progress 
in penetrating individual labor organizations, youth groups, and 
nationalist organizations. They have cultivated students, particu- 
larly the thousands studying in Europe, with some success. During 
the last year, the Soviet bloc multiplied its economic overtures to the 
independent African states of Morocco, Tunisia, Liberia, Ghana, and 
Ethiopia. 

At the Cairo Conference, the Soviet delegate offered unlimited 
Russian economic aid, without strings, to any African state that 
merely asked for it. 

Soviet trade missions are now following a “‘soft sell’’ line in Africa. 
Cultural attractions are being used to weaken resistance to contact 
with Soviet-bloc peoples. Soviet diplomats are seeking to extend 
their very limited number of diplomatic posts. Soviet propaganda 
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materials, in African languages, will soon be flowing out from the new 
Cairo center. 

United States objectives in Africa are simply stated. As a responsi- 
ble world power, the United States seeks to contribute to the peace, 
stability, and prosperity of the African Continent. We favor the 
orderly development of the area toward self-government. 

To the extent possible, we stand ready with positive programs to 
assist the newly independent states to remain strong and able to work 
out their own destinies without outside interference by inimical 
interests. 

The United States encourages these developments without seeking 
to displace anyone in Africa. We regard sympathetically the legiti- 
mate aspirations of the African peoples, while at the same time en- 
couraging their retention of mutually advantageous ties with European 

owers. 
I We recognize the essentially complementary character of the 
European and African Continents. The economies of the European 
powers would suffer greatly if they were denied access to African 
markets, raw materials, and investment opportunities. Africa, on the 
other hand, cannot expand its less highly developed economies without 
the technical knowledge, capital, export markets, and manufactures 
which Europe and the other free-world countries are able to provide. 

In the long run, the orientation of Africa will depend on where the 
leaders and peoples feel their best interests lie. The ability of the 
West to secure the prowestern orientation of Africa will, therefore, 
depend less on our ability to convince Africans of the dangers of 
communism than on our demonstrating to them in positive terms the 
advantages of cooperation with the West. 

The mutual security program is a vital arm of United States foreign 

olicy in Africa. As elsewhere, it is contributing to achievement of 
both short- and long-term United States objectives in that continent. 
Its personnel carry out programs which are as integral a part of our 
foreign-policy team as those implemented by the career diplomats. 

The county agent from Oklahoma, explaining new agricultural 
techniques to Ethiopian counterparts; the Ohio University professor 
assisting Nigerian Education Ministry officials with secondary- 
education development; the American soldier explaining the use of a 
United States defense weapon to a Libyan; the doctor from Alabama 
serving in a Liberian clinic—all are making major contributions to the 
achievement of United States aims in Africa. 

By our economic and technical aid to Africa, we are making it 
possible for the leaders and people of Africa to tackle their pressing 
internal problems with a serious hope of meaningful progress by non- 
totalitarian methods. This hope, and the challenge to make good on 
it, offer a healthy focus for the strong nationalism of the newly in- 
dependent peoples—a focus much needed to nullify the appeal of 
irresponsible extremist movements which feed on hopelessness. 

While economic development is primarily a tesk for the peoples of 
Africa, our mutual security program is going far toward removing 
those bottlenecks to development, such as a lack of capital and certain 
kinds of technical and administrative know-how. Our aid is also 
spurring action which has meaning in terms of the emerging aspira- 
tions of all classes and regions in a country. 
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My colleague, Mr. Van Dyke, will discuss with you specific program 
accomplishments, primarily in Libya, Liberia, and Ethiopia, where our 
programs, after some years of operations, are now beginning to show 
solid achievements in terms of better agricultural methods, better 
health, better education, and more opportunities for increased indus- 
trialization. 

These accomplishments are giving an opportunity for the peoples of 
these countries to develop an increasing measure of confidence, as 
nations and as individuals, that they can make progress with their 
problems through their own efforts. As such, they have become an 
important symbol of natural capabilities, intrinsic worth, and national 
dignity. 

Our mutual security program thereby contributes to our overall 
objectives of building African confidence in the United States as they 
build confidence in themselves, and of demonstrating that our inter- 
ests and those of the African Continent are parallel. 

The risks of inadequate action have never been so alarming as now. 
This is no less true in Africa than other areas of the world. In the 
face of Soviet notice that Africa is to be a major arena of their future 
antiwestern penetration activity, the free ale must not falter in its 
determination and its ability to show steady progress in the solution 
of Africa’s major problems. I am convinced that the 1959 mutual 
security program will make a major contribution to achieving our 
objectives in Africa. 

Acting Chairman Morean. Thank you, Mr. Palmer. 

We will continue with Admiral Bergin. 


STATEMENT OF REAR ADM. CHARLES K. BERGIN, DIRECTOR OF 
NEAR EAST, SOUTH ASIA, AND AFRICA REGION, OFFICE OF THE 
ASSISTANT SECRETARY OF DEFENSE FOR INTERNATIONAL 
SECURITY AFFAIRS 


Admiral Brerern. Thank you, sir. 

Mr. Chairman and members of the committee, I should like now 
to review with you the military aspects of the African area, its im- 
portance militarily, what our modest military assistance programs 
have accomplished so far and what additional assistance is proposed 
for fiscal year 1959. 

The size, population, untold wealth of natural resources, and geo- 
graphic position flanking both the NATO area and the oil fields ‘and 
communications of the Near East make Africa of vital strategic 
importance. The loss of the northern region bordering on the 
Mediterranean would result in the encirclement of Europe and pave 
the way for the extension of communistic influence over the entire 
continent. 

At the same time, so long as this area, which includes the newly 
independent countries of Morocco, Tunisia, and Libya and the 
ancient kingdom of Ethiopia, remain oriented to the West, oe 
designs on ‘Africa can be largely blocked. On the positive side, 
friendly north Africa also makes it possible to meniniai amortans 
defense bases in the area, particularly the air and naval installations 
in Morocco and Libya and the key communications set up in Ethiopia. 

The Soviet Union fully recognizes the strategic importance of 
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Africa and is pushing hard to gain and expand a beachhead on the 
continent. 

In order to contribute to the continued pro-Western orientation 
and stability of these north African governments it is essential to help 
them maintain loyal armed forces, adequate in size, training and 
equipment, to assure internal security and deter and defend themselves 
against local aggression. In Africa this is the primary purpose of 
military assistance and it is toward these basic objectives that we 
have modest programs in Ethiopia and Libya. 

Ethiopia, ever since the outbreak of war in Korea, has proven 
herself to be a stanch friend and dependable ally of the United States 
and other Western Powers. The military equipment and training 
we have furnished over the past 4 years, by progressively improving g 
the mobility and effectiveness of her forces, has increased their 
capability to maintain internal order, control unruly tribes in the 
eastern provinces, resist Communist subversion and deter or defend 
against local aggression. 

Libya, though pro-West, is constantly subjected to blandishments 
and subversive pressures from international communism. Her 
Government needs a stronger, more effective national army in order 
to insure maintenance of internal order and national unity. Our 
establishment of a MAAG and the timely provision of equipment, 
weapons, and training last year served to reassure her Government 
with tangible evidence of United States support and will result in a 
modest increase in the size of her army. 

Our programs for fiscal year 1959 for both countries are rans ie 
provide an additional increment of the same type of Pee. ass Me 
ance. We consider that both programs are necessary and of a size 
consistent with each country’s respective capability to Pomeoet aa put 
to effective use. 

Mr. Chairman, with your permission, I would like to invite the 
attention of the committee to our accomplishments in dollar measures 

(The charts referred to are as follows:) 
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Admiral Bercin. We have programed, through 1958, $29.8 million 
worth of United States effort and we expect deliveries on the order 
of $20.8 million by this June 30. We propose modest programs for 
Libya and Ethiopia. We believe this is a sound program and we 
submit it to you for your favorable consideration. 

Thank you. 

Acting Chairman Morcan. Thank you, Admiral. 

Now, we have Mr. Van Dyke, who will proceed with his statement. 

Mr. Van Dyke. 


STATEMENT OF STUART H. VAN DYKE, REGIONAL DIRECTOR FOR 
AFRICA AND EUROPE, INTERNATIONAL COOPERATION ADMIN- 
ISTRATION 


Mr. Van Dyker. My statement is rather lengthy. It was prepared 
with the thought in mind that the committee wanted to know precisely 
what we are doing in some of these areas and what was resulting, 
precisely, from the United States input. 


AFRICA’S ECONOMIC PROBLEMS 


The outstanding fact of the past year regarding Africa is its pro- 
jection into the world spotlight, as described by Mr. Palmer. Africa 
is a continent of great political and economic potential. As yet, 
however, there has been little fulfillment of this potential. 

There is no question as to ‘‘whether” the gap between Africa’s 
potential and its fulfillment will be closed. The only question is 
“how.’’ Outside help will be essential. As Mr. Palmer has indi- 
cated, the Communist bloc recognizes and will be eager to exploit 
this opportunity. 

The task of closing Africa’s economic gap is large and long-term, 
and the job is barely started. Communities are isolated, with little 
opportunity for economic interchange. An estimated 200 million 
people are scattered over roughly one-fifth of the world’s land area. 

This vast area has only about 750,000 miles of roads, compared 
with 10 million miles for the world, and very few railroads, leaving 
vast stretches without communication or transportation facilities. 

Literacy rates average about 15 percent, ranging as low as 1 percent. 
Infant mortality is about 4 or 5 times greater than in Europe, for 
example, and the death rate is more than twice as high. Widespread 
disease and poor nutrition bar productive activities in many areas 
and enervate whole populations. 

Managerial, technical, and professional skills are very limited, in 
both government and private activities, except in a few localities. 
Agricultural output is low, and manufacturing and commercial 
production facilities are limited. 

Installed hydroelectric power capacity is estimated at 1.2 million 
horsepower out of a total potential of about 250 million horsepower 
in Africa, which is 39 percent of the world’s estimated potential. 
Although there is considerable activity in mineral extraction, the 
surface is barely being scratched. The institutions of a modern 
economy are also largely missing. Thus the need for large-scale 
capital investment and technical assistance for a long period is 
evident. 
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However great the task, the will to develop exists and is growing 
rapidly. Although time and patience are needed to close the economic 
gaps, events will not wait for a leisurely advance. Yet the African 
peoples have little capital and know-how with which to start. 


OUTSIDE RESOURCES AVAILABLE 


What outside resources can ithe African peoples look to, to help 
them bridge this economic gap? 

They are already receiving substantial capital and_ technical 
assistance, bilaterally and multilaterally, from free world countries 
other than the United States. This is supplemented by foreign private 
business ventures. But these efforts, though capable of expansion, 
cannot by themselves satisfy the rapidly developing economic and 
related political requirements. 

In this circumstance, African governments are looking increasingly 
to the United States to help them solve their economic problems. 
While United States policy is seeking to encourage the fullest possible 
support for African economic developme nt by non-United States 
bilateral and multilateral governmental programs, and also by United 
States and other private enterprise, we recognize the need for United 
States Government assistance that is responsive to African requests 
for hélp in meeting requirements for which these other sources are 
not available. 

The three major non-United States sources for public assistance 
are the International Bank for Reconstruction and Development, 
the United Nations Technical Assistance program, and the bilateral 
and cooperative efforts of the European countries to provide both 
capital and technical assistance to Africa, largely for their overseas 
territories but also in significant amounts for independent African 
countries. 

The International Bank disbursed about $95 million in Africa from 
1955 through 1957. Africa has been absorbing about 11 percent 
of the United Nations Technical Assistance program of about $30 
million per year, which is expected to expand 2 or 3 times over the 
next several years. It is estimated that European governments have 
been providing some $600 to $700 million in economic assistance to 
African areas. It is very much in the African and the United States 
interest to encourage these third country contributions to African 
development. Nobody can afford to go it alone. 

Another major resource assisting African economic development 
is the capital and know-how that private businesses are bringing into 
Africa. Thus far, this has been primarily in the extractive industries. 
In North Africa, particularly, private investment in petroleum could 
provide a revolutionary stimulus to the local economies if the dis- 
coveries over the next few years justify present hopes. A less dra- 
matic but more pervasive stimulus would come from an increase in 
flow of manufacturing and commercial enterprise into Africa. The 
United States is attempting, through its programs and advice, to 
develop and improve the legal and institutional climate and the facilities 
needed to encourage an expansion of both domestic and foreign 
private enterprise. 

The United States Government has a number of instruments 
available to assist African economic development, including the 
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Export-Import Bank and Public Law 480. Ethiopia, Liberia, and 
Portuguese East Africa are currently drawing about $10 million to $15 
million per year between them on Export-Import Bank loans totaling 
$62 million, and the bank’s proposed additional $2 billion lending 
authority should enable it to extend additional amounts where bor- 
rowers can meet its loan criteria. The possibilities are limited for 
programs under title I of Public Law 480, which authorizes the sale 
of surplus agricultural commodities for local currencies and the use 
of a portion of the proceeds for the economic development of the 
purchasing country. This is primarily because there is little current 
or immediately prospective commercial import demand for Public 
Law 480 commodities, although child feeding and other relief needs 
and occasional emergency situations have been alleviated by grants 
of Public Law 480 commodities under titles II and III. 

The remaining United States Government authority for foreign 
assistance is contained in the Mutual Security Act. To the maximum 
extent feasible, the United States plans to rely on the Development 
Loan Fund to meet that part of Africa’s long-term capital require- 
ments that cannot be met from its own resources or from the other 
sources enumerated previously. The possibilities in this regard de- 
pend on the amount of resources that the Congress makes available 
to the Development Loan Fund compared to the demands on it, and 
also on the suitability of the projects or activities in question for 
Development Loan Fund type loans. 

Although it is difficult at this stage to estimate the prospective 
level of Development Loan Fund activity in Africa, loan disburse- 
ments may be expected to run something like $100 million per year, 
or possibly more, once the Development Loan Fund has been able 
to reach a full-scale operational level. However, the Development 
Loan Fund will not be able to meet all types of requirements for 
external financing, for example, where United States interests require 
a grant instead of a loan, or the purpose is not primarily economic 
development, or the need is for certain types of nonproject financing. 

The last major sources of external economic assistance for Africa 
are the special assistance and technical cooperation appropriations. 
The special assistance proposals that are now before this committee 
represent our best estimates, after considering other likely financing, 
of the minimum financing requirements necessary to attain the objec- 
tives cited in the individual country sections of your presentation 
books. 

Similarly, the technical cooperation programs are designed to fill 
the most critical portions of the huge gaps in skills that are barely 
touched by the available United Nations and other technical assistance 
activities. Our technical assistance concentrates particularly in 
fields in which United States interests and abilities are greatest. 


ACCOMPLISHMENTS 


The accomplishments of economic assistance programs in Africa 
thus far are inevitably limited because of the relative newness of these 
programs and the small amount of funds expended to date. Up until 
about a year ago, African programs were limited to technical coopera- 
tion in Ethiopia, Liberia, Libya, Somalia, and a few projects in the 
British overseas territories, plus a start on development assistance 
in Libya. However, building on this earlier base, some significant 
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progress has been made over the past year, as well as a’start on new 
programs in Tunisia, Morocco, and Ghana. 

Programs to date have already achieved several broad and impor- 
tant results. There is a growing realization among the African peoples 
that friendly United States help can assist them in equipping them- 
selves to manage their own affairs successfully. They realize that 
they can have this assistance without sacrificing the freedoms that 
they have recently won, or are seeking. The achievement of this 
realization through our programs is a tremendous psychological and 
political asset to the United States. But it places upon us a respon- 
sibility to follow through with reasonable support when the newly 
developing African countries ask for our help. 

United States economic assistance programs to date have helped 
moderate North African governments, disposed to friendly and 
cooperative relations with the United States, to survive in the face of 
heavy pressures against them. Mutual security and Public Law 480 
funds have financed commodity shipments that have helped maintain 
the flow of vital imports to keep the economies running. Technical 
assistance has helped in the maintenance of essential government 
services. This interim assistance is helping to keep current economic 
and political difficulites from getting out of hand, while the relatively 
new Governments of Libya, Morocco, and Tunisia launch the longer 
term process of economic development in which our special assistance 
and technical cooperation programs are beginning to play a role. 
A climate has been created for fruitful cooperation between these 
North African countries and the United States, which is in our 
common interest. 

Although we have barely begun to plant the roots of future growth 
and fruitful economic cooperation between Africa and the United 
States, some of these roots are already quite sturdy. A good start has 
been made in demonstrating measures to make better use of scarce 
water supplies in arid or semiarid regions of Africa—an activity of 
great economic importance. Schools have been established and others 
strengthened to provide badly needed agricultural and other vocational 
skills, as well as basic education. Inroads have been made into 
debilitating diseases such as malaria, trachoma, and diseases caused 
by intestinal parasites, and the African peoples are being equipped 
with the tools and know-how to carry forward this fight to create 
healthy populations. A start has been made in assisting the inventory- 
ing of African resources and the improvement of transportation and 
communication facilities. 

A start has also been made in activities to encourage the expansion 
of private business enterprise in Africa through such measures as 
small industry loan funds, development banks, agricultural credit 
institutions, and encouragement of governments to create a legal and 
administrative climate that will stimulate the growth of domestic 
and foreign enterprise. 

Let me illustrate these program accomplishments to date with some 
specific examples, which we can expect to multiply as our programs 
continue. 

LIBYA 


Libya is the only African country in which the United States has 
provided both developmental and technical assistance for the last 
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few years. It achieved its independence on December 24, 1951, largely 
as a result of United States and United Kingdom efforts on its behalf 
in the United Nations. 

The new country had few of the basic essentials for economic via- 
bility and progress. It began with almost totally depleted soil re- 
sources, no known mineral wealth, over 95 percent illiteracy, a very 
low level of skills, no governmental experience, and inadequate funds 
to finance normal government costs, not to mention development 
requirements. 

The United Kingdom provided financial and technical assistance to 
Libya from the start, while the United States efforts at first were 
confined to technical assistance. Since 1955 we have also provided 
economic assistance. The total United States contribution over the 
7 fiscal years 1952-58 has been about $75 million, including $34.6 
million of development assistance, $13.3 million of technical assistance, 
$10 million of Public Law 480, title Il wheat, and $17 million from 
special funds. This United States contribution complemented 
British contribution of roughly the same magnitude. 

External assistance has covered from 30 to 40 percent of Libya’s 
ordinary budget expenditures, and the whole of its development pro- 
gram, and has made possible substantial economic progress. National 
output is estimated to have increased almost 50 percent between 1954 
and 1957. ICA programs have made a major contribution to this 
growth. 

They have also helped to make a significant start on the long-term 
job of providing basic education and the many technical and adminis- 
trative skills needed to enable Libyans to successfully manage their 
own affairs without outside assistance. This has been an important 
factor in maintaining Libya’s pro-Western governmént and acceptance 
of Wheelus Field—the largest American airbase outside of the United 
States—in this strategically located country. 

Soil and water conservation 

One of Libya’s central economic problems is the extreme scarcity of 
land suitable for cultivation or grazing, while 90 to 95 percent of the 
population is dependent upon agriculture for a livelihood. Such small 
areas as are suitable for agricultural uses or grazing are relatively un- 
productive, as a result of severe overgrazing arid wind and water ero- 
sion over the centuries and of rec urring droughts, hot winds and sand- 
storms of varying degree of intensity. Ot all the numerous agricultural 
hazards present in Libya, however, the lack of an adequate supply of 
water is by far the most serious. 

In order to conserve the limited supply of water and to bring the 
soil-erosion problem under control, the USOM/Libya and the Libyan 
Government have undertaken a project which involves the construc- 
tion of dikes across Wadi bottoms to retard the flow of water, thus 
increasing the amount of water penetration of the soil and at the same 
time controlling erosion. 

During the past year in the province of Cyrenaica, where about 
50 percent of all the work of this type in Libya is being done, approxi- 
mately 29 miles of dikes were built, which resulted in the temporary 
flooding of about 5,800 acres of land. This doubled yields of wheat 
and barley—from 10 to 20 bushels per acre—and brought an increase 
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in farmers’ incomes of about $20 per acre at present prices. The cost 
of building the dikes is estimated at about $40 per acre—or only 
2 years’ increase in yield. 

In the instances in which farmers could be persuaded to switch from 
their usual wheat and barley crops to melons and vegetables, the 
increase in incomes received per acre was much higher; for example, in 
one instance a farmer grossed approximately $250 per acre from melons 
and corn on a 2-acre plot which was flooded behind a dike. 

With these demonstrated results, a larger self-help element is being 
introduced into this dike-building program, both for maintenance and 
in the construction of new dikes. And this self-help idea is catching 
on. Farmers to whom the self-help idea was new have been induced— 
with some ICA assistance in materials and technical direction—to 
renovate and put into use large Roman underground cisterns to collect 
and conserve the scarce water. 

These results, while very encouraging, represent only a beginning. 
It is estimated that there are several hundred thousand acres of land 
located in Wadi bottoms in Libya that could be diked so as to double 
incomes, and in some cases increase incomes by tenfold or more. 
Only about 1 percent of the needed dike work has been completed to 
date. But this is by far the most important 1 percent, as it has shown 
see can be done and has started a Libyan program to do something 
about it. 


Education 

Another major requirement in Libya is trained people to assume 
the administrative and technical responsibilities that are presently 
carried largely by foreigners, and to build the educational base for an 
economically productive population. While literacy has increased in 
recent years, it is still estimated at only about 10 percent. 

To help Libya deal with this problem, the United States has provided 
through 1957 about $4 million for school facilities and equipment, and 
over $2 million technical assistance funds for advisers and teacher 
training. At the primary level, it has been possible to increase school 
enrollment from 37,000 in 1952 to 77,000 in 1957, so that about 65 per- 
cent of Libya’s primary-school children are now attending school. 

As a result of the teacher-training program, it is estimated that 
Libyan primary teachers graduating after this year will begin to re- 
place third-country nationals, and take care of anticipated increased 
enrollments. 

Enrollment in grades 7 to 11 has risen from 795 in 1952 to 4,229 in 
1957; vocational school enrollment has gone from 357 to 872 and 
teacher-training school enrollment from 255 to 1,300 in the same 
period. 

While the quality of the instruction now being given is substantially 
better than that given 5 years previously, it still needs to be improved, 
and there is also a need for substantial expansion in secondary and 
other school facilities. 

To sum up the results of this Libyan-American cooperation in 
tackling the basic education problem, the outlines of the total job to 
be done have been drawn up; an effective start has been made in ac- 
celerating pupil enrollment at the various educational levels; Libya’s 

resent primary schoolteacher requirements are well on the way to 
eing satisfied, a start has been made towards meeting secondary 
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schoolteacher requirements, and the basis is being laid for expansion 
of the supply of teachers with the demand; a start has also been made 
towards meeting requirements for vocational training in agriculture 
and other trades, though much remains to be done in this vital educa- 
tional sector; and a program to expand and strengthen university 
level training is in its early stages. 

Disease 

The Libyan program also provides a typical example of point 4 
accomplishments in the fight against disease. 

Trachoma, which attacks the eyes, is one of the most serious dis- 
eases afflicting the Libyan population, not only in terms of its inci- 
dence, but also from the standpoint of the human suffering it causes 
and the economic losses it brings. To deal with this disease, our 
mission to Libya is assisting the Libyan Government to carry out a 
control program, involving both preventive and curative activities. 

This program has already reduced the incidence of trachoma among 
schoolchildren by 75 percent. Although curative treatments and 
educational work directed toward eliminating the filth conditions and 
personal hygiene habits so largely responsible for trachoma infections 
will continue to be needed for a number of years to come, the overall 
incidence of the disease is rapidly being reduced to manageable level. 

These examples of accomplishments in the Libyan program could, 
of course, be multiplied. Our mission director in Libya, Mr. Marcus 
J. Gordon, will appear here this afternoon, and can answer any further 
questions that you may have about the ICA program there. 


Technical cooperation 

In the rest of Africa, [CA programs have been largely of a point 
4 variety. Technical assistance programs began in “fiscal year 1952 
in Liberia and Ethiopia, and in fiscal year 1954 in Somalia. Smaller 
programs have been instituted in some of the British overseas terri- 
tories. Some examples will indicate the types of accomplishments 
being achieved in these programs. 


LIBERIA 


A decade ago, Liberia had almost no roads. Transportation is, of 
course, a key “factor in economic growth. But more importantly i in 
Liberia, the lack of transportation made it impossible to carry out 
President Tubman’s policy of national unification, designed to break 
down the economic, social and political barriers separating the coastal 
areas from the tribal peoples in the interior. 

Recognizing the need, the Export-Import Bank has made loans to 
the Government of Liberia totaling $20 million for highways, on the 
understanding that ICA would provide a supervisory group of United 
States technicians. ICA’s function is to improve the capacity of 
Liberia’s Highway Division to handle major construction, and to 
train a Liberian staff capable of supervising road maintenance work. 
The work has three phases: Planning the road network, design and 
construction, and maintenance. The first has been largely com- 
pleted; 500 miles of road have been constructed; 200 miles are now 
under construction; and 800 miles have been proposed. 
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The highway division has been partially trained in design and 
construction work, and increasing emphasis is being placed on main- 
tenance training—the training to be completed by 1964. This 
training and supervisory activity has cost ‘é be of technical- 
cooperation funds over the fiscal years 1952-57, while the Liberian 
Government contributed $4 million to support this project. 

Although major construction started only 5 years ago, dramatic 
results are already visible. As the roads penetrate the inter ior, an 
awakened populace has become receptive to new ideas of health and 
sanitation, education, and general betterment. Private rubber farms 
soon become established along the road and commercial trading activ- 
ities increase as the possibilities for exploiting the agricultural and 
mineral wealth open up. Without roads, the rapid erowth in gross 
national output—estimated to be 5 percent per year in recent years— 
would have been impossible. 

Liberia’s tribal people speak a variety of local dialects, and only 
5 percent of the population is literate in the national language, 
English. The remote village of Sanoquelle provides an example of 
how the desire for education is spreading. Until the central road was 
built a few years ago, there was no way to get to the village. But 
when the road was built, the people decided they wanted to “know 
book.’’ 

In talking to the villagers, [CA’s education adviser found that they 
were willing to provide unskilled labor, mud blocks, sand, gravel, and 
other locally available building materials to construct schools. So a 
rural-education project was initiated in 1956. The Government 
agreed to supply hard-to-get materials, technical supervision, and 
skilled labor. Living in this community for weeks at a time during 
the construction work, ICA’s technician coordinated these efforts 
with the result that today Sanoquelle is the focal point of a complete 
rural school district; one central 8-grade school and nine 4-grade 
schools in the surrounding villages. The cost to ICA through fiscal 
year 1957 has only been about $30,000. 

There is every indication that the pattern established at Sanoquelle, 
with a large measure of village self-help, will form the basis for extend- 
ing public elementary education throughout other rural areas as these 
are opened up by the new system of highway s. 

Of course, this expansion creates a “need for additional teachers, 
which in Liberia, as elsewhere, are in short supply. The very success 
of this activity has created a new problem. Other education projects 
under ICA programs are helping the Government solve this seobbéen: 

Liberia has vast unutilized timber resources—but until recently 
no one knew what kinds or quantities of timber were in the largely 
unexplored interior. And there was the danger that the unprotected 
forests would be ravaged when exploitation did get started. At the 
request of the Liberian Government, ICA undertook in 1952 a forestry 
project with a triple objective: to de lineate national forest boundaries, 
determine which species were commercially exportable, and train 
Liberians to survey and manage their forest resources. 

After passage by the Liberian Legislature in 1952 of a forest con- 
servation law, drafted by ICA’s forester, survey work got underway. 
Liberians have been trained to the point w here they now perform 
all of the survey work with only a minimum of supervision. They will 
complete establishment of 4 million acres of national forest in the 
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coming year. $133,000 technical cooperation funds have gone into 
this project in the fiscal years 1952-57, while the Liberian Government 
has contributed about $300,000. 

Meanwhile, investigation has revealed that Liberia has a number of 
valuable tropical hardwoods, which could yield the government as 
much as $2 million per year in revenues. Although there is some 
production of lumber for local use, insufficient information about. 
technical characteristics of the timber and inadequate transportation 
have prevented exploitation for export. 

To continue the investigation and do forest conservation work, 32 
Liberians are being trained at a school of forestry, which ICA helped 
establish in 1955. A strong esprit de corps exists among these forestry 
students, who are being instructed by teachers provided by the Food 
and Agriculture Organization of the United Nations. This school is 
the oa one of its kind i in West Africa and, although only Liberians 
are currently enrolled, it is expected that soon students will be at- 
tracted from other African countries. 


ETHIOPIA 


One of Ethiopia’s basic problems is the extreme shortage of persons 
having the knowledge and the skills needed for economic development, 
political integration, or social advancement. Education is one of 
the sorest needs of the country. It has been estimated that 99 percent 
of the population are not able to read and write any language. 

As a first step toward meeting this problem, the United States and 
the Ethiopian Government agreed in 1953 on a program for training 
school teachers; $400,000 of technical cooperation funds were pro- 
vided over fiscal years 1955 to 1957 for United States technicians 
and other costs, while the Government of Ethiopia contributed 
$200,000. An additional $200,000 of equipment was financed from 
fiscal year 1957 defense-support funds. Enrollment of trainees in 
teacher-training schools has increased eightfold from 118 in 1952 to 
about 940 at present. Enrollment of school children has about 
doubled in the same period, from about 70,000 to about 140,000. 
The annual output of trained teachers has grown from 30 to 400. 

As a further pilot activity, two vocational trade schools were opened; 
one in Asmara in 1956, and another in Addis Ababa in 1957. These 
schools teach mainly the building and industrial trades, in which 
there are shortages of skilled technicians. In 1957, the Addis school 
graduated its first class of 86 trainees and the Asmara school 68, a 
total of 154. Fourteen of the graduates are now working side by side 
with the American instructors, and it is planned to turn over the 
teaching duties entirely to Ethiopians by 1960. 

These and other education projects have meant that there is now 
operating in Ethiopia, for the first time, a systematic though still 
very modest program to establish and staff a modern educational 
system, attuned to the needs of the country and staffed by Ethiopians. 
United States assistance has played a major role in this change. 

For example, ICA recently began the first program in Ethiopia for 
the preparation of secondary-school teachers. At the present time, 
all secondary teachers are third- country nationals, and 45 percent of 
the Education Ministry budget is spent on that 10 percent of its 
teachers of all types who are forei igners. 
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Another basic problem is the very low agricultural productivity 
which results from archaic methods and implements, poor seed, 
diseased livestock, and a lack of knowledge of how to cope with 
destructive pests. Production in many areas is at a bare subsistence 
level, and very little is available for barter or sale. In a country whose 
economic activity is limited almost solely to agriculture, this situation 
‘means widespread poverty. 

Through a contract with the Oklahoma State University, signed in 
1952, the United States undertook to assist Ethiopia overcome these 
weaknesses and bolster the value of its agriculture. The university is 
training Ethiopians to teach diversification and better methods of 
production, and to develop the considerable agricultural potential of 
the country, thereby raising the nutritional le vel, improving produc- 
tivity, and increasing the cash value of marketable crops. 

One of Oklahoma State’s main activities is to establish firmly the 
agricultural technical school at Jimma, which opened in 1952 with 80 
students. It has graduated 4 classes, totaling 121 and now has an 
enrollment of 215 students drawn from most of the provinces of 
Ethiopia. 

Current operating costs of the institution, other than the salaries of 
the American faculty, are being borne entirely by the Ethiopian 
Government, and all administrative positions have been staffed with 
Ethiopians. 

Our assistance to this project is scheduled to cease in 1960, by which 
time a sufficient number of qualified Ethiopians is expected to be 
available to fill the teaching positions as well. These will be either 

raduates of the agricultural college, also supervised by Oklahoma 
State, or advanced students returned from abroad after having com- 
pleted their training in the United States or other countries under our 
participant program. So far, 32 participants have embarked upon 
such foreign training. 

The Imperial Ethiopian College of Agriculture and Mechanical 
Arts was opened at Alemaya in 1956. Its first class of 11 students 
graduated in 1957. Enrollment in the regular 4-year course is now 
100. It is expected to double in the 1958-59 school year, and to more 
than treble by 1961. 

These basic training efforts are being supplemented by several 
agricultural research stations established under the Oklahoma con- 
tract, and by a. pilot program to train extension agents. About 60 
agents have been trained over the past 3 years, and about 25 more 
are being trained each year. 

These activities under the Oklahoma contract have cost about $2.1 
million of technical cooperation funds through fiscal year 1957, plus 
$320,000 defense-support funds for equipment, while the Ethiopian 
Government has contributed about $1.6 million. T hey are ostablish- 
ing the basic institutional foundation for a later widespread dissemi- 
nation of agricultural know-how that will raise the Ethiopian farmer 
from his traditional status of grinding poverty and ignorance. 

Another significant project has dealt directly with improving the 
production, processing, and marketing of coffee, which is Ethopia’s 
principal money crop. Coffee accounted for 56 percent of the total 
value of Ethiopia’s exports in the period 1952-55. Primitive methods 
of harvesting and processing, and transportation on the backs of 
sweating pack animals, drastically reduce the potentially high quality 
of Ethiopian coffee. 
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With United States assistance, the cultivation and transplantation 
of improved strains of coffee seedlings has been undertaken, beginning 
with experimental plantings at the agricultural technical school at 
Jimma. In 1956, 187,000 plants were sold to coffeegrowers; the num- 
ber sold in 1957 rose to 298,000, which was still short of the demand. 
These cultivated seedlings have a 90-percent survival rate, compared 
to 30-40 percent for the transplanted wild seedlings previously used. 

ICA has introduced a “wet method” for processing, that uses small, 
inexpensive, locally managed units, and does a greatly improved job 
of keeping the processed coffee clean, dry, and of uniformly high 
quality. Twenty-seven Ethiopian agricultural extension workers 
have so far been trained in the new method. They have taught it, 
and have operated small processing plants in various Provinces. 

One hundred new, small, processing plants using the new method 
were added during the latest coffee-harvesting season, bringing the 
total now in use to 150. The quantity of coffee processed by the new 
method has risen from 300 tons in 1956 to 1,500 in 1957. The value 
of coffee processed by the new method is reported to be as much as 14 
cents per pound over that of the ordinary Ethiopian coffee, an in- 
crease of about 25 percent. 

[t is estimated that the latter factor alone, without increasing the 
volume of coffee exports, could add as much as $14 million annually to 
the value of Ethiopian coffee sales on world markets, while improved 
harvesting and marketing methods being demonstrated can greatly 
increase the supply for export. 

This possibility has prompted two different inquiries to the Develop- 
ment Loan Fund; one from a commercial exporter, the other on behalf 
of a group of Ethiopians interested in forming a producing and 
marketing cooperative. 

The total cost of the coffee-development work for 3 years through 
June 1957 has been about $300,000, including about $200,000 of 
United States technical cooperation and defense support funds and 
$100,000 of Ethiopian funds. 

Before leaving the Ethiopia program, I would like to mention an 
item for which ICA has been criticized in certain reports. And it has 
been alleged that our mission in Ethiopia has been negligent in not 
putting to use a large amount of agricultural equipment that has 
been rusting away since UNRRA days. Some of this equipment was 
actually left in Ethiopia by the Italians in 1941, and some by the 
United Nations Relief and Rehabilitation Administration in the 
immediate post-World War II period. By the time our technical 
assistance mission was established in Ethiopia in 1952, the equipment 
was so damaged by lack of use and exposure that it was not usable. 
Much of it was, in any case, unsuited to Ethiopian farming conditions. 

However, an ICA project was initiated in 1953 to use some of this 
abandoned machinery for training purposes and to renovate any 
available items that were needed and could be made usable again. 
Ethiopian mechanics are now being trained in the renovation and 
maintenance of this equipment. Some of the equipment has been 
turned over to farm-machinery centers at which demonstration and 
training activities in its use and maintenance will be conducted, and 
from which farmers will be able to rent equipment for use on their 
own farms. 
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SOMALIA 


ICA programs in Somalia have concentrated largely on the country’s 
basic need for water. The initial ICA effort was concentrated on & 
well-drilling project, begun in fiscal year 1954, using the services of 
three American technicians to organize and train Somalis to plan 
drilling operations and operate and maintain modern drilling equip- 
ment. 

In addition to its training function, the project was intended to 
demonstrate what could be done on a countrywide scale in develop- 
ing subterranean water supplies, with particular attention to areas in 
which large numbers of cattle died each year due to lack of water. 

Some wells also were drilled in villages to demonstrate how water 
supplies could be improved for domestic use. Complementary instruc- 
tion on the installation, operation, and maintenance of pumps was 
given to 43 Somali students during the period January-April 1957. 

In addition to technician costs of $120,000, the United States con- 
tributed $125,000 in fiscal year 1955 and $268,000 2 years later for 
equipment, both contributions being matched by the Italian Trustee- 
ship Administration. The demonstrations were so successful that the 
Somalia administration launched a broad program of well drilling. 
Under this program, over 150 successful deep and shallow wells for 
livestock and domestic use have been completed and are currently 
producing over 750,000 gallons of water per day more than before the 
program—an amount sufficient to water 150, 000 head of cattle. This 
program is providing water for the first time in many areas, and live- 
stock losses from exhaustion or thirst during migrations, which some- 
times ran as high as 15 to 20 percent, have been reduced materially. 

Other tangible benefits are evident, such as cessation of tribal war- 
fare over water, and declines in disease. The demand for an expan- 
sion of the program was so insistent that the Italian Trusteeship 
Administration purchased three new drilling rigs in the United States 
and budgeted an additional $357,000 annually from its own develop- 
ment funds to expand the work of well drilling which originated under 
our technical cooperation program. 

This well-drilling program is integrated with other water-develop- 
ment and conservation measures, such as building stock ponds, re- 
habilitating low-lying areas where water collects, and constructing 
river diversions for the grazing of cattle. Under the combined water- 
development program, large natural storage basins are being developed 
in areas where good natural pastures exist, and thousands of cattle 
are moving into such areas, in many cases away from the overcrowded 
areas nearer deep wells. The economic effects of this program are 
reflected in increasing exports of live cattle, which have trebled since 
the well-drilling program was started. 

Another related project in irrigation was designed to improve the 
standard of living of some 9,000 native families living adjacent to a 
European area. For years these people worked on irrigated farms 
belonging to Europeans, and attempted to develop their own areas 
through. irrigation. They had not been successful due to lack of 
understanding of engineering principles and inability to finance con- 
struction of the main features of the systems. 

Under financing provided by the Somalia Development Fund, to 
which the United States and Italy contributed equally, $36,000 was 
made available for the purchase of equipment, and the equivalent of 
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$188,000 in local currency for labor costs, to start the development of 
an area of 15,000 hectares, and provide necessary structures to irri- 
gate the lands and protect them from floods. The United States also 
provided technicians costing $130,000 over the 3 fiscal years 1955 to 
1957. Twenty-five percent of the area is covered with bush and has 
not been farmed because the native farmers found it impossible to 
convey water to those areas. Under the project most of the area will 
be brought under irrigation. 

The work achieved under this project allows uncertain cultivation 
of dry crops to be replaced with assured production. The result is 
reflected in an increased overall production of grains and seeds esti- 
mated at 20 percent during the 1954-56 period by the Somali Minister 
of Economic Affairs. The production of food grains in 1957 was 
547,502 tons larger than in 1956, an increase in pr oduction of approxi- 
mately 75 percent, targely attributable to this irrigation development. 

The overall effects of the foregoing water-development activities 
in increasing Somali output and real income are reflected in the 3- 
percent drop in the cost-of-living index since 1954, despite a 15-percent 
increase in money circulation over the same period. The consumption 
of primary goods-—such as sugar, tea, and cotton goods—has doubled 
over the last 6 years. 

OVERSEAS TERRITORIES 


The ICA program in the British territories is only a small addition 
to the work the territories are already doing for themselves. Both 
technical cooperation and development loan requests from the terri- 
tories are for assistance in projects included in existing development 
plans or related closely to them. ICA is assured, therefore, that its 
aid is complementing or supplementing dev elopment already under- 
way, which is likely to continue for years to come. 

An indication of the extent to which the territories are heiping 
themselves can be gained from the fact that the four territories in the 
Ulustrative fiscal year 1959 program are spending in the order of 
$40 million a year for agricultural and educational development. 

The ICA technical cooperation program, which is concentrated in 
these 2 fields, has been just over a half million dollars a year in the 
bans 2 years. These limited funds provide particular types of com- 
petence, and new ideas and approaches that the territories otherwise 
would not get. 

The Federation of Rhodesia and Nyasaland has reached a stage of 
economic development beyond that of most of Africa, in that there is a 
substantial growth in transportation, communications and power, as 
well as a sizabl2 and expanding supply of skilled labor. Well de- 
veloped plans are in operation to expand these facilities further. Yet 
most of the Federation’s development potential is still to be realized. 

In this circumstance, there should be good opportunities for private 
investment. To assist in working out ways and means of attracting 
private capital investment, the ICA agreed to make available to the 
Federation the services of an investment adviser. This project 
started in fiscal year 1956 and involved expenditures of $23,000 for a 
period of 14 months for 1 consultant. During this period, the con- 
sultant, formerly on the staff of the Northern Trust Company of 
Chicago, surveyed. and advised local government, business, and 
financial groups On numerous investment prospects, and developed 
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a number of specific opportunities that he believed would be of interest 
to American and other foreign investors. 

These include a plant for production of ammonia and other chem- 
icals; operation of the currently government-run telephone and 
telegraph system; banana plantations; a chrome-processing plant; 
production of fiber glass; food processing; plastics production; road- 
construction contracts; secondary iron ‘and steel industries; the 
building of shopping centers; and establishing of a pulp and paper 
mill. 

The project has contributed to changing the Government’s attitude 
toward private investment. The Government has been operating 
certain services, mainly because initially there were no private 
companies prepared to do so. Now there is a definite program to 
transfer to suitable private owners the various businesses owned by 
the Government, with the exception of statutory commissions market- 
ing agricultural products. Recently, negotiations were completed 
for the sale of the Government steel plant to a group headed by 
Lancashire Steel and including Messina, the Anglo-American Corp., 
the American-financed Rhodesian Selection Trust group; and others. 
An investigating committee has recommended the sale to private 
enterprise of the Catoona spinning mills, and besides American interest 
in the telephone system, the Government has considered certain 
proposals made by a British airline regarding the Government- 
controlled national airline. 

Moreover, the Government is quite active in encouraging new 
private investment projects. For example, engineers’ reports are 
supplied to interested companies overseas, the Government cooperates 
in making» economic surveys, and transport is freely provided for 
investigating teams. 

Kenya provides an interesting example of the contribution that 
technical cooperation programs can make in another field of activity. 
The economic advancement of the African peoples of Kenya, and the 
achievement of political stability there depend, to a large extent, on 
effective resettlement of native farmers on productive land holdings. 
ICA now has underway several activities that are assisting the Kenya 
Government in this purpose. 

In 1956 and 1957, a ground survey of 187,000 acres and aerial 
photography of 1,597 square miles was completed as the basis for a 
land-use and resettlement program designed to eliminate land frag- 
mentation and introduce crop rotation and soil conservation measures 
on the potentially high-yielding African-farmed land in Kenya. 

In the course of this work, 136 Africans were trained as survey as- 
sistants. A research station has also been established, which will 
obtain information on soils, on the crops best suited for them, and on 
the development of farming. 

From April 1956 to December 31, 1957, the main canals on an ex- 
perimental irrigation scheme were completed, with field layouts in- 
cluding minor canals and drains on some 1,200 acres, and 178 Africans 
have been assigned 2-acre holdings. This work has tripled crop yields 
compared to the previous yield from the haphazard cultivation on 
nonirrigated farms. Parallel work on improving pasture lands has 
already demonstrated some startling results in recovery of natural 
grasses when livestock is excluded for one growing season. 
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ICA is also assisting in the establishment of farm institutes in 
Kenya to train qualified Africans in the actual operation of small 
farms while they are also taking instruction in crop and animal hus- 
bandry, soil ¢ onservation, farm machinery, farm planning, and several 
other subjects, in order to develop African agricultural leaders and 
teachers. One such training center is now in operation; 15 students 
completed the first training course in November 1957, with 18 others 
continuing their work. New students are replacing the graduates. 

These activities are already attracting widespread interest among 
the African peoples of Kenya, and they are demonstrating what can be 
done to meet Kenya’s pressing land problems. 

Under the resettlement program, extensive new acreages of coffee, 
tea, vegetable crops, fruits, nuts, maize, potatoes, and grasses have 
been established, and outstanding yields are being obtained. Live- 
stock are being included in the program to provide meat, milk, labor, 
and manure. The many hundreds of farms now operated by African 
farmers under this program, and the enthusiasm everywhere to get the 
land consolidated and planned, illustrates the widespread African 
desire to own and also farm the land in a proper manner. 


PROPOSED FISCAL YEAR 1959 PROGRAMS 


The amounts of mutual security funds programed in Africa from 
vear to year reflect Africa’s recent projection in the world spotlight. 
[his progression is shown overall and by country on page 122 of your 
presentation book for this region. $97.5 million is proposed for 
special assistance and technical cooperation in fiscal year 1959, com- 
pared to estimated total African programs of $62.8 million in fiscal 
vear 1958, $61.5 million in fiscal year 1957, and $13.3 million in fiscal 
year 1956. 

Rapidly developing smaniatenns in the newly independent coun- 
tries have already increased special assistance needs in fiscal year 1958 
by about $15 million beyond the illustrative program presented here 
last June. These programs may increase still further before fiscal 
vear 1958 is completed, although last year’s reductions in the mutual 
security request limit our ability to respond to expanding requirements 
in Africa for special assistance and technical cooperation. Although 
every effort will be made to cover the major mutual security require- 
ments in fiscal year 1959 within the proposed program of $97. -5 million, 
the present pace of events in Africa makes it not unlikely that urgent 
new needs will arise even before the year is out. Adequate section 
401 reserve'funds are needed to permit the United States to be respon- 
sive to changing situations and newly developing requirements. 

Ninety-six percent of the proposed fiscal year 1959 special assistance 
funds and 36 percent of the technical cooperation funds are proposed 
for the 3 new countries of north Africa—Libya, Morocco, and Tunisia. 

In other parts of the continent, the development loan fund and 
other international lending institutions are expected to be more active 
in supplying capital requirements than the special assistance program. 


SPECIAL ASSISTANCE 


In fiscal year 1959, $83 million of special assistance is proposed 
for African countries—largely for Libya, Morocco, and Tunisia, but 
including Ethiopia and Somalia as well. 
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While a beginning has been made in Libya toward development of a 
viable economy, there is still a long way to go. The United States 
and the United Kingdom, as the foremost sponsors of the proposal for 
a new state in the United Nations, have a particular interest in assist- 
ing Libya to become self-sufficient. 

This will require a continuing substantial investment program, as 
well as technical assistance. Libva’s limited income and tax base 
makes the country wholly dependent on outside resources for its 
development program, and for a significant portion of its operating 
budget revenues. Thus, external assistance is needed to maintain 
economic and political conditions, including some rise in living stand- 
ards, that are compatible with effective United States use of defense 
facilities in Libya and the ultimate viability of the country. 

The proposed special assistance program provides the minimum 
resources that are believed necessary for this purpose, after taking 
account of anticipated assistance from the United Kingdom and other 
sources. 

United States generated funds will be used for water-conservation 
activities, other. agricultural improvements, reforestation, roads, tele- 
communications, education and health programs, and related activities. 

Morocco has the largest population in North Africa—about 10 
million. Since its independence in 1956, it has faced a number of 
difficulties. The unsettling effect of independence on the French 
elements of the economy and the government, uncertainty of other 
foreign business people, the new problems and financial burdens of 
government and of absorption of the former Spanish Zone of Morocco, 
and a serious drought last vear have all contributed to a dimimution 
of economic activity and a growth of urban unemployment. However, 
Morocco has relatively good soil and mineral resources and good 
developmental prospects, and it is looking to the West and particularly 
to the United States to assist it to realize its potential as a modern, 
independent state that can provide a steadily improving life for its 
people. The proposed special assistance program will help cover a 
serious trade deficit. The local currency generated will help finance 
the minimal government capital expenditure program necessary to 
prevent further retrogression of the economy, alleviate unemployment, 
and begin the process of longer-term development—all of which must 
be done if the present moderate government is to succeed. The 
financial gap to be filled is large and depends, among other things, on 
the course of relations with France, but it is hoped that the proposed 
special assistance program plus some DLF loans and perhaps a small 
Public Law 480 program will meet the need for United States financing 
in fiscal year 1959. 

Newly independent Tunisia faces problems similar to those of 
Morocco. However, it is poorer in soil and mineral resources, and 
has an even more serious problem in finding productive work for its 
people. Unemployment is estimated at about one-third of the work 
force with a dangerous concentration around Tunis, the capital city. 
Because over one-half of the population is under 21 and has relatively 
little education, the problem of finding adequate work opportunities 
will intensify. As in Morocco, the Government is moderate and 
energetic, and determined to succeed without resort to political 
extremism or aggressive nationalism. 
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It is seeking United States support for its economic programs. 
The special assistance proposed for fiscal year 1959 will finance needed 
fuel and food imports, and permit an extension of activities begun in 
the current fiscal year to deal both with the immediate problem of 
unemplovment and medium and longer-term needs for increased 
output. 

It is anticipated that a portion of Tunisia’s minimum investment 
requirements in fiscal year 1959 can be met by loans from the Develop- 
ment Loan Fund, although the Tunisian economy does not have good 
prospects for servicing large loan repayments. 

The small special assistance program in Ethiopia in fiscal year 1959 
would permit continuation of the survey of the developmental possi- 
bilities of the valley of the Blue Nile River. It would also provide 
some capital for use in conjunction with continuing technical assistance 
programs to demonstrate, in a few representative areas, integrated 
development of the interrelated elements of the Ethiopian rural 
economy. This would include agricultural extension centers, live- 
stock stations, coffee processing installations, feeder roads, small 
power units, and community health centers, water supply and schools. 

In Somalia, it is proposed to continue recent United States efforts 
to improve the country’s economic prospects after independence— 
scheduled for 1960—by financing activities in irrigation and reclama- 
tion, improved processing of animal products, and development of a 
fishing industry, for which United States technical assistance is also 
being provided. 

TECHNICAL COOPERATION 


The proposed $14.5 million technical cooperation program for 
Africa would finance projects in 11 countries—Ethiopia, Federation 
of Rhodesia and Nyasaland, Ghana, Kenya, Liberia, Libya, Morocco, 
Nigeria, Somalia, Tunisia, and Uganda—as well as some multicountry 
projects for the region. This program is addressed to the most all- 
pervasive drag on Africa’s economic growth, the tremendous shortage 
of skills of all types. 

Success in this effort depends on widespread personal contacts for 
learning purposes between Africans and United States and other tech- 
nicians. Some training of Africans outside of Africa is desirable, but 
a major impact requires a corps of technicians training and demon- 
strating at the grass roots of the African communities, and in local 
teaching institutions. 

This is particularly true where the educational facilities of the 
country are too limited to prepare many people for effective partici- 
pation in overseas educational institutions, as is commonly the case 
in Africa. Thus, the impact of our technical cooperation program 
depends on ICA’s ability to attract well-qualified technicians to work 
in circumstances that usually include many personal and job diffi- 
culties that they would not have to face at home. ICA is having 
increasing success in this regard in Africa, permitting us to continue 
the trend of program expansion of recent years. By the end of fiscal 
vear 1959, the African technical cooperation program provides for 
about 650 United States employed and contract technicians in the 
field, compared to about 545 at the end of fiscal year 1958 and 335 
a year earlier. 

Technical cooperation activities are heaviest in agriculture—the 
primary economic activity—and in vocational, primary and teacher 
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education. We plan to continue the fine work of our American agri- 
culturalists in such fields as building extension systems; crop research; 
range management and livestock improvement; development, con- 
servation, and improved use of water supplies; reforestation; fisheries; 
and development of local institutions for agricultural educ ation, credit. 
and various cooperative activities. 

Our industry effort is still relatively small, because the opportunities 
for technical assistance in this field are limited at the present stage 
of African development. However, the program is seeking to stimu- 
late adequate credit and technical services and suitable laws to 
encourage and support potential business enterprisers, and technical 
assistance is also being provided in surveying mineral resources. 
There is also a substantial health and sanitation program, plus some 
work in improving transportation facilities, public administration, 
manpower planning and community development. Throughout our 
technical cooperation program, we are emphasizing the development 
of local institutions that can make a continuing impact after our 
technicians have left the scene. 

In fiscal year 1959, ICA also plans to initiate some new multi- 
country technical assistance activities. We plan to encourage a 
multilateral exchange of skills and experience between the United 
States, African, and to some extent Europesn countries, and to pro- 
mote collaboration on economic activities of mutual interest to various 
aid recipient countries. 

Wherever this approach is feasible, it should secure the widest 
possible impact from our limited technical assistance resources. It 
should also promote a spirit of multilateral cooperation among the 
participating African and western countries. The program will in- 
clude conferences on common agricultural problems, creation o1 
expansion of regional training centers in public health and business 
techniques, studies of regional resources and economic policy problems, 
a regional locust control project, and support of multicountry attend- 
ance at the American University of Beirut. 


CONCLUSION 


Africa’s emergence as a political and economic force in the world 
poses a major challenge to the United States and all free-world 
nations. United States attitudes and policies regarding Africa’s 
economic development can spell the difference between orderly 
changes in keeping with democratic ideas and institutions, and violent 
and authoritarian changes that arise from poverty, disease, and des- 
pair. The United States objective is a stable, prosperous, and 
friendly Africa. 

The proposed mutual security program for 1959 is designed to con- 
tribute to the achievement of this objective by providing the kind 
of timely help which will serve our long range interest in making the 
African nations strong and stable members of the free world com- 
munity. 

Acting Chairman Morean. Thank you, Mr. Van Dyke. Mr. Van 
Dyke, in the fiscal year 1958, the program was $69,500,000 and this 
year of 1959, it is up to $104 million. To where does the increased 
money go, mostly? 
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Mr. Van Dyxe. That will mostly go to the countries of the north 
African area. 

Acting Chairman Morean. A great majority of this $104 million is 
special assistance? 

Mr. Van Dyker. ICA is only asking for special assistance and 
technical cooperation and the bulk of the total you cite is special 
assistance. 

Acting Chairman Morean. How much is military? 

Mr. Van Dyke. [Security deletion.] 

Acting Chairman Morgan. What countries are involved in the 
military portion? 

Mr. Van Dyke. Perhaps the Admiral can answer that question. 

Admiral Brererin. Ethiopia and Libya have the military-aid pro- 
grams. 

Acting Chairman More@an. No defense-support funds at all in 
this program for Africa? 

Admiral Brerein. I think that is one for ICA, but, under the 
definition this year, there are none. 

Acting Chairman Morean. Thank you, Mr. Chiperfield. 

Mr. CuiperFIELD. Thank you, Mr. Chairman. I will be glad to 
yield any time to any member of the committee who is especially 
interested in this area. I have no questions at this time. 

Acting Chairman Morean. Mr. Carnahan. 

Mr. Carnanan. Mr. Chairman and Mr. Palmer, on page 6 of your 
statement you say: 

In the long run, the orientation of Africa will depend on where the leaders 
and people feel their best interests lie. The ability of the West to secure the 
proper western orientation of Africa will, therefore, depend less upon our ability 
to convince Africans of the dangers of communism than on our demonstrating 
to them in positive terms the advantages of cooperation with the West. 

My question is this: Are not the Communists saying, “The way 
to develop your economy is to go along with us, because we can skip 
you over the years hurriedly and can bring you very fast develop- 
ment’’—And we will have to say to them that development along 
our lines will be slower than that promised by the Russians? 

Mr. Paumer. Yes; this may well be. I did not mean to infer by 
this statement that it was not important that we not try to convince 
the Africans of the dangers of communism. I think that this is an 
important aspect of our task in Africa, but I think the most effective 
way in the long run to convince the Africans will be to show them, in 
very positive terms, the advantages which will accrue to them in 
terms of cooperation with us. 

Mr. Carnanan. Isn’t nationalism probably the greatest desire of 
the people of Africa? 

Mr. Paumer. Yes; I think it is probably the most dynamic force 
on the continent at the present time. 

Mr. Carnanwan. Are they being made aware of the fact that there 
is no such thing as national independence under international com- 
munism? 

Mr. Paumer. Yes; they are, through our information programs. 
We are attempting to make this clear to them, and we are also attempt- 
ing to make clear to them the dangers of too close ties with the Com- 
munists; yes, sir. 

Mr. Carnanan. That is all, Mr. Chairman. 
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Mr. Morano. Will the gentleman yield at that point? 

Mr. Carnawan. Yes; I will yield. 

Mr. Morano. Do you have any idea how much Soviet economic 
aid is to all of Africa, and how much unilateral technical assistance 
they are providing for African countries? 

Mr. Pautmer. Yes, sir. At the present time, they are not extending 
any to African countries, as such. I except Egypt, of course, from this 
area. This is not included. 

Mr. Morano. Then most of these reports we read in the press about 
all the aid that the Soviets are giving to African countries is not factual, 
as far as you know? 

Mr. Patmer. They are not actually extending any aid in Africa 
other than to Egypt at the present time. ‘They have offered it. 

Mr. Morano. How about loans? 

Mr. Pater. No, sir. 

Mr. Morano. Thank you very much. 

Acting Chairman Morean. Mr. Vorys. 

Mr. Vorys. I do not know whether the accomplishments in this 
area are so much more satisfactory, or whether it is merely that you 
have responded to the request of the committee from time to time to 
teli us what you have been doing with the money, but I think your 
report today, and especially Mr. Van Dyke’s description of accom- 
plishments, is mighty fine. This morning I heard on the radio that 
Bourguiba, of Tunisia, made a very strong statement with reference 
to what he thought about Nasser, yesterday. It struck me that this 
was significant, in view of the present tension between France and 
Tunisia. Could you comment on that? 

Mr. Paumer. Yes; I would like to comment on that. I woutd like 
to comment off the record, if I may. 

Acting Chairman Morean. Off the record. 

(Discussion off the record.) 

Mr. Vorys. I have one other question. Mr. Palmer, in your state- 
ment you mentioned that at the Cairo Conference the Soviet delegate 
offered unlimited Russian economic aid without strings to any African 
state that merely asked for it. 

I wondered if one form of technical assistance on our part might 
not be to tell these new African governments the kind of Russian 
assistance they could ask for and get without strings, and show them 
how to keep from any strings on it, rather than being in a position of 
saying, “Oh, don’t take anything from them.” 

I am puzzled as to how we are going to keep away from bidding 
with the Russians on furnishing development assistance. Maybe 
one way would be to advise these new countries of the kind of Russian 
assistance that they could safely accept, and the conditions they ought 
to use to guard their own independence, with the idea that we might 
be bleeding the Russians a little bit, or embarrassing them into taking 
on an overload of promises of assistance. What do you think about 
that? 

Mr. Pautmer. I think it is an interesting thought, sir. [ am a 
little afraid that, as a practical matter, it would inevitably mean 
any sort of arrangement of this kind—that Soviet personnel would 
come in to carry out these programs and, once they get their foot in 
the door, I think experience elsewhere has shown that it is pretty 
hard to keep it within proportions. However, it is a matter that 
might be given further study. 
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Mr. Vorys. You say, and this is what I read in the papers, that 
unlimited economic aid was offered, without strings. Suppose these 
countries would say, “This is what we want; we want you to ship 
steel to us and we will get it at our border and then we will thank you 
very much, and that is all the aid we want, and you do not need to 
send anybody with it; we will unload right there.” 

I mean that type of thing, where you take them up on this unlimited 
aid and where there will not be any personnel come in. 

Mr. Patmer. I think this has merit, if you can be sure these 
countries would stop at that point, We all know that there are strings 
attached to these arrangements, and I am not sure that you can be 
certain that these countries are going to stand firm on the question of 
not going any further. 

Mr. Hays of Ohio. Would the gentleman yield for just one short 
paragraph out of our report on Africa pertaining to the very thing 
you are talking about? 

Mr. Vorys. Surely, if I have time. 

Mr. Hays of Ohio (reading): 


The extent to which the Sudan is a target of the Communist bloc is well illus- 
trated by the following developments which were called to the attention of the 
study mission, 

The East Germans proposed a water-development project involving extensive 
drilling operations in the undeveloped southern area of the country. This pro- 
posal was attractive because of the great need for water in that area and it would 
require no outlay of funds or barter on the part of the Sudan. The proposal was 
accepted. A mission of alleged engineers and technicians arrived shortly there- 
after. After 6 or 7 months had passed, the Government leaders in Khartoum 
began to hear rumors about the political activities of the East German mission. 
An investigation was launched. It was found that no well drilling had been under- 
taken and that the native population had been subjected to activities calculated 
to cause dissatisfaction with the going market price paid for meats and fruits. 
The East Germans insisted on paying up to 10 times the regular price for such 
food insisting that was the value the natives should be paid for same. These 
efforts at causing inflation and food scarcity in the market places of Sudan were 
stopped by the expulsion of the East German mission. 


I am impressed with your idea and I think it has a lot of merit, but 
there is one thing that happened. 

Mr. Vorys. We might tell them what happened and then say “Here 
is & way you can take them up on this unlimited proposal and keep 
away from strings but you will find the Russians will back down if you 
ask for it in the unlimited terms they have offered it. 

Acting Chairman Moraan. Mr. Zablocki. 

Mr. Zastuocki. I believe it was stated we do not have any defense 
support in Africa. 

Admiral Brerarn. I think that is correct. Under that title we do 
not have any in the Ethiopian or Libyan programs. ‘There has been 
in the past. 

Mr. Zasiocki. There has been roughly $6.5 million in fiscal 1957. 
You have partially answered my question, sir. We do have military 
assistance programs in two countries in Africa. 

Admiral Brerern. Under grant aid, yes, sir. 

Mr. Zasiocki. It is necessary to continue that type of support to 
those two countries. 

Admiral Breratn. I would say it is necessary. I think it is under 
the economic program. 
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Mr. Zasiockr. As we understood defense support in the past in 
these two particular countries, it is assimilated under special assistance. 

Mr. Van Dyke. Yes. 

Mr. Zasiocki. Mr. Chairman, I took so much time yesterday that 
I desire to yield the balance of my time to Mrs. Bolton. 

Acting Chairman Morgan. Mrs. Bolton already has about 13 
minutes. Mr. Fulton has already offered his 5 minutes so Mrs. Bolton 
is recognized for 13 minutes. 

Mrs. Botron. Mr. Chairman, Africa has come into the forefront of 
interest in the last few years. All of us are realizing that Africa is of 
great importance to the world, and particularly to us here in America. 

I believe we have not had a report from the Depar:ment as to the 
reorganization of the departmental function in things relative to 
Africa. 

I wonder if Mr. Palmer could give us that. 

Mr. Pater. I should be happy to. 

The Africa area in the Department is at the present time under the 
Assistant Secretary for Near Eastern, South Asian and African 
Affairs. This is a situation that has obtained in the Department 
since about 1943 when there was the first series of reorganizations 
affecting the conduct of our relations with Africa. 

I would like to give a brief historical résumé. Up until 1943, most 
of Africa, with the exception of Ethiopia and Liberia, was the responsi- 
bility of the European area of the Department. At that time, all of 
the dependent territories on the continent were removed from Europe 
and placed under the Assistant Secretary for Near Eastern, South 
Asian and African Affairs, and a separate division set up under him 
dealing exclusively with African affairs. 

About 2 years ago, in response to 2 things—first of all, the growing 
importance of the African area, and secondly, to a very hes avy “burden 
being carried by the Assistant Secretary for Near Eastern and African 
Affairs who was responsible for an area beginning with Morocco and 
extending through India, it was decided to give him a deputy re- 
sponsible for African affairs. This has been my position. He also 
has another deputy who is responsible for the Near Eastern and south 
Asian area. 

This arrangement was intended as a transitory step, pending the 
creation of a separate Bureau of African Affairs under its own Assist- 
ant Secretary. In other words, to take Africa entirely out of the 
responsibility of the Assistant Secretary for the Near East and 
African Affairs and to set it up on the same basis as the other great 
continental groupings in the Department, the American Republics 
area, Europe, the Far Eastern area, and what would remain of the 
Near Eastern and south Asian are: 

Now, when I speak about Africa in these terms, there are 3 excep- 
tions, or rather, there are 3 areas that are not included. Algeria is not 
included. It is still administered as part of Western Europe, within 
the Department, and Egypt and the Sudan are still the responsibility 
or would continue to be the responsibility of the Near Eastern area. 

The Sudan is somewhat uncertain still. This might be reviewed 
and it might either go with Africa or the Near East. 

Now, pending the setting up of this separate African Bureau, we 
have set up, as I say, what we call an African area, which is still under 
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the responsibility of the Assistant Secretary for Near Eastern and 
African Affairs. 

This African area is under my responsibility. I have two Offices 
that fall under me. One, Northern African Affairs, which is responsible 
for our relations with the north African littoral—Morocco, Tunisia 
and Libya—and then goes down and takes in Ethiopia and the Horn 
of Africa. 

The second is the Office of Middle and South African Affairs, which 
is responsible for, roughly speaking, Africa south of the Sahara. 

This is essentially the administrative setup at the present time. 
We have virtually all the positions created when and if we become a 
separate bureau. 

We are waiting in this respect upon legislation which is now before 
this committee, I believe, to create an additional position. There is 
a ceiling, as you undoubtedly know, on the number of Assistant 
Secretaries in the Department and we require the addition of one to 
that ceiling to authorize an Assistant Secretary for African Affairs. 

Meanwhile, we are already submitting a separate budget to the 
Appropriations Committee. This is the second year we have done 
this. Our budget for the African side was approved last year sepa- 
rately from that of the Near Eastern and south Asian side, and we have 
done the same thing again this year. 

This also is the first year that we have set forth a separate program 
on the mutual-security program for the African area. 

Mrs. Botron. Thank you very much. This should indeed be in 
our records. May I thank everyone for being so generous to me by 
way of time. 

In Morocco and Tunisia we have the French and in Libya the 
British. Both France and Britain are withdrawing from those coun- 
tries. Now, what are we going to do? Are we goin to be ready to 
assume the important and essential matters that they cannot do 
without? Are we planning enough in this amount to continue their 
expansion and their growth? 

Mr. Van Dyxe. We want very much for the British and the 
French to continue to put capital and technical assistance into these 
areas, assuming they do it on a basis which is acceptable to the areas 
themselves. 

At the same time, as you point out, we must face the fact that 
because of various problems they have, budgetary and otherwise, 
they are disengaging to a certain extent from their former position. 

The United States instituted programs in Moroceo and Tunisia 
during the past year. The projected program for fiscal year 1959 
would call for an increase in the amount of United States assistance 
going to these areas which would serve the purpose of picking up some 
of this slack. 

How great the slack will be, we just do not know because the situa- 
tion there is very unstable. We have done our best to estimate what 
it might be, but it might be necessary to call on the contingency fund 
for some additional assets if the situation deteriorates. 

Mrs. Boutron. The Libyan situation, of course, is also rather tense 
and difficult. When I was there, the British announced they were 
taking many troops out and were planning to reduce their contribu- 
tions in every way. 

Have they done so to a very large extent since last November? 
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Mr. Van Dyke. There are negotiations underway at the moment 
between the Libyan Government and the United Kingdom Govern- 
ment as to what the United Kingdom subsidy will be over the next 
few years. 

In 1953 they made a 5-year agreement which expires in 1958 and 
they have indicated some reluc ‘tance to continue to subsidize the Lib- 
yan Government at the previous rate. 

How those negotiations will come out, we do not know, but we 
understand the Libyans are making a serious effort to maintain the 
United Kingdom contribution at the previous rate. 

Mr. Paumer. I might just add to that off the record. 

(Discussion off the record.) 

Mrs. Bouron. It is very interesting that the various statements and 
presentations about Libya, all indicate that the secondary and voca- 
tional school enrollments have increased fivefold and primary school 
enrollments have doubled. 

Are the graduates of these secondary and vocational schools able 
to find employment in the Libyan economy? 

Mr. Van Dyke. There is a great shortage of trained Libyans at 
the present time. 

Just to cite one illustration of that, 60 percent of the civil servants 
in the upper four grades in the Libyan Government are foreigners— 
non-Libyans. As rapidly as these people become trained, there are 
opportunities for them to move right into jobs of that sort. 

Mrs. Bouron. And a great many of those third country people 
are Egyptian; are they not? 

Mr. Van Dyke. There is a substantial Egyptian element. 

Mrs. Botton. In the schools? 

Mr. Van Dyke. In the schools; yes. 

Mrs. Boiron. That has been increasing in some of those countries 
has it not? 

Mr. Van Dyk. During the past year there has been some increase 
of Egyptians in Morocco. I do not think there has been any particular 
change in the Libyan situation. You might want to ask Mr. Gordon 
more about the details of that when he appears before the committee. 

Mrs. Bouton. Of course, that could be a serious matter, all through 
Africa. The Egyptians—with much Communist help—are going to 
try to send their teachers into all the areas of Africa and they feel very, 
very certain of themselves. 

Mr. Van Dyke. There have been indications, for example, that 
they might want to get into Somalia in the same way, by placing 
their teachers there. 

Mrs. Boiron. Ghana today is a year old, Mr. Chairman. Ambas- 
sador Chapman is giving a reception this afternoon to which I hope 
that some of this committee will go. 

Mr. Curtis. May I ask what is the time and place? 

Mr. Patmsr. The Shoreham Hotel, 6:30 to 8:30. 

Mrs. Boiron. Mr. Chairman, if you will permit, I would like very 
much to have the others ask questions and then come back to me 
later on. 

Acting Chairman Morean. Mr. Burleson. 

Mr. Burueson. Thank you, Mr. Chairman. 

Admiral Bergin, you are the Director of ISA. That is Inter- 
national Security Affairs. 
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Admiral Beran. Regional Director, Near East, South Asia and 
Africa, Office of the Assistant Secretary of Defense for International 
Security Affairs. 

Mr. Burueson. Are you on the Military Petroleum Supply 
Committee? 

Admiral Bera. No, I am not, sir. 

Mr. Burteson. Do you have anything to do with the decision for 
the purchase of petroleum supplies in the Middle East, the Carib- 
bean, or Mediterranean area? 

Admiral Beran. No, sir, 1 do not. Our supply and logistics 
people in the Department of Defense are connected with that. 

Mr. Burueson. I did not want to take the time to ask Mr. Sprague 
some of these questions the other day, but for the record, Mr. Secre- 
tary, I would like information on some questions of this nature 
before these hearings are over. 

Mr. Fulton was talking about reshipping and reselling supplies in 
this country. We have ‘petroleum running out of our ears in this 
country today, and yet the Navy is fulfilling fully one-third of its 
requirements with foreign oil and it simply does not make very much 
sense to me. 

We have a Buy-American Act and for some reason some committee 
over in the Pentagon has decided that the Act does not apply to 
petroleum products. 

Admiral Berern. I do not know the name of that specific com- 
mittee, sir. 


STATEMENT OF HON. MANSFIELD D. SPRAGUE, ASSISTANT 
SECRETARY OF DEFENSE FOR INTERNATIONAL SECURITY AFFAIRS 


Mr. Spracue. Only small amounts of POL requirements have 
been offshore procured with military assistance funds. 

Mr. Burreson. It is purchased by the taxpayers money, is it not, 
Mr. Sprague? 

Mr. SpraGue. Yes. 

Mr. Burueson. To the tune of $335 million in 1957. 

You spend $1.25 billion annually on petroleum products for 
defense. You average that annually, with $335 million purchased 
in the Caribbean and the Mediterranean area, and the Middle East. 
If it ignores the Buy-American Act, and it is not a good act, we should 
repeal it. 

But in my State with proration of only 9 days production—we 
cannot even get the major companies who are the importers of foreign 
oil, to buy oil and it has to be produced in many of the wells or it is 
gone forever. It is a reserve absolutely lost. 

The President’s Committee has decided that foreign oil imports, 
at the present level, imperil the national security of this country. 
But it is the policy of the Pentagon to continue to ignore the Buy 
American Act and purchase one-third of its need in foreign oil. 

The President’s Fuel Committee, headed by Captain Carson, found 
that it is a serious situation and that foreign oil imports should be 
reduced to the 1954 levels in accordance with section 7 of the reciprocal- 
trade agreemerts. This is 16.6 percent of our entire domestic needs 
which we import. We have been a net importer of oil, as you know, 
since 1948. It is a tremendously serious situation. 
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Mr. Vorys. Will the gentleman yield, if he has time, to explain how 
you mean that this oil is irrevocably lost and is not a part of the 
reserve? 

Mr. Burueson. That is the nature of what is called stripper wells. 
It has to be produced. Once the pressure, or flow, is stopped, then it 
dissipates itself through the structure and it is gone forever. It 
cannot be recovered. 

You have to have a certain bottom pressure. Either it has to be 
gas or it has to be water. There may be other methods now, a chemical! 
substance, which causes an upheaval that allows them to recover 
some, but they have to get pressure under the oil table to be able to 
bring it to the surface. 

When that type of well is not produced and the pressure dissipates 
itself, the oil dissipates, also. New wells may be drilled to that same 
level and you will not find production. It is just gone forever 

Mr. Vorys. Thank you. 

Mr. Futron. Would you yield on that point? 

Mr. BurLEson. Yes. 

Mr. Futtron. Could we not have put in the record at thi D 


statement of the offshore procul lent progra f this for 
program, and have as a supplement a statement of the milita 
domestic offshore procurement program? 

Ma. Spracut. | believe this matter is under review by the Hous 


Armed Services Committee. 

Mr. Futron. Could we have those two statements su pli L dats 
in the record at this point? I think it would be interesting for u 
see how much of the United States domestic military program procur 
ment is obtained abroad and how much of the United States foreign- 
aid procurement is obtained abroad, so that we can compare them. 

Mr. Spragusr. I think we can obtain such a statement for the 
record. 

(The statement referred to is as follows:) 


Department of Defense expenditures for petroleum products, fiscal years 1957 and 1958 


['T housand of lollars] 


Actual, Estimated 


fiscal year fiscal year 
1957 | 1958 

" = . : | . » 
Total United States military expenditures for petroleum a 1, 096, 328 | 1, 036, 697 
Continental United States procurement... j ; a 842, 094 | 778, 242 
Offshore procurement... -- 254, 234 258, 455 
Exports from continental United States_-_--- 5 161, 371 165, 211 
Imports from offshore procurement-_-_---- ; ie, baud 3ah | 50, 667 | 62, 230 
Net exports. _..- eS £54 is) f ae , 110, 704 | 102, 981 


Before going into the reasons for purchasing petroleum products outside the 
continental United States, it is obvious from the above tabulation that most of 
the petroleum expenditures outside the continental United States are made to 
satisfy United States military needs in foreign areas. Actually, it should be noted 
that for both years the United States military is a net exporter of petroleum and 
there is a net yearly expenditure in the continental United States of more than 
$100 million to satisfy the petroleum needs of our United States military forces 
in foreign areas. 

Regarding the importation of offshore purchase of petroleum products by the 
Department of Defense, this represents only about 1 percent of domestic refinery 
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runs, and, therefore, cannot be considered as a dominant factor in the domestic 
petroleum industry. The procurement problem is complex and complicated and 
awards are made to the lowest responsible bidder, consistent with the public 
interest, national security, and existing Government procurement policy and 
procurement regulations. 

Total military assistance program offshore direct procurement purchases of 
petroleum, oils, and lubricants through December 31, 1957, was $1,100. No 
military assistance program offshore procurement is planned in the fiscal year 1958 
program; $3,300 is proposed for the fiscal year 1959 program. 

Information below shows Department of Defense prime-contract awards for 
work performance outside continental United States, Territories, and possessions 
and the Commonwealth of Puerto Rico, thus including procurement in Canada 
as well as overseas. ‘The totals include all such procurement actions of $10,000 
or more awarded in fiscal year 1957 by the military departments, an unknown 
portion of which is for the mutual assistance program. (Contracts for petroieum 
have been excluded, since they are covered in a separate section of this report.) 


The data include procurement of equipment and supplies, services, and construc- 
tion contracts for milits ry bases and facilities outside United States. Most of 
the large overseas construction contracts are awarded to United States firms. 

hese data are compiled centrally by the military departments as part of a 

orting system which records ail prime contracts, both for Department of 
Defense and military assistance programs, placed by United States and overseas 
procurement offices. ‘here is some lag in reporting, especially from overseas 
procuremen fices and therefore, data are not necessarily comparable with data 
from fiscal records coveri the same period. 


Procurement actions for $10,000 or more for work performance outside of continental 


United States and Territories and POSSESSIONS (Department of Defense and military 
assistance program funds, exclusive of petroleum procurement), fiscal year 1957 

L/ par tcT 

of Defen 

i ; tar 

T n 

funds 

Lype of procurement: (millions) 
Ships program _ Se Bee en te ee as ese ote site $50 
Kiectronic equipment _ _ - SSL LeCeiL JON Si 63 


Vehicles__—_- : ie ied < 2 78 


Subsistence _ _ ~~ sie nc pana as Serer 01 bd ee enn tn ida ii etki th 59 
Fuel other than petroleum MA ape ney Atle. wea) <r Longreneena ye 4] 
All other equipment and supplies. -...........--.-.-- ee eee aa 113 
Services Vie J Sielet JOEL SL CIO ei SU Be. Joo 324 
JopetrucmOhe f).. 505466 Susi Sole Ob satin Sosa se deudd.25 buh 377 

DEK & oan oe eons Si atone ens pre i Ee a ie es go ee 


Total value of all military assistance program offshore procurement contracts 
by fiscal year from the inception of the program are as follows: 

Military 

asst.tance 

program 


Fiseal year: (millions) 
1952... cna Lec eee ees wooed iliadesu sill at oh .eteoidsi $632 
TR cig we eas 7 es ta'sd 0b tins os OE A ona aed cea i 1, 600 
RN ee eM A at a Ni a 449 
NIE a. co eens cee te sesh ch ah alte chet ok ar rw ee OT ale hie Ra 166 
1956_ hatha aia on inudeuee i 5 betes sb bb downs 72 
et tlh in. tives. spas dette dla dt. sae <e 144 
1958 (estimated) _.-_. _-- repeat ets abe cit Ee er aie cunt OS shies uk ie 112 
L950 (estimieted) ...s---<seh.-4<é a a os we ca sa ats ask SE il 99 


In the military assistance program, the term ‘‘offshore procurement’’ means the 
procurement, by direct obligation of military assistance funds, of materiel (not 
including construction or other services, except for a small amount in fiscal year 
1958) outside the United States, its Territories and possessions for the military 
assistance program. Excluded from the term ‘‘offshore procurement’’ is the 
procurement of common-use items which are originally procured outside the 
United States under contracts citing regular military appropriations. When such 
common-use items are delivered to the military assistance program at a later 
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date, they are considered to be “‘service-financed procurement”’ or “issues from 
service stocks’ and not military assistance program offshore procurement, even 
though the military departments are reimbursed with military assistance program 
funds. 

Acting Chairman Morean. Mr. Morano. 

Mr. Morano. Thank you, Mr. Chairman. 

The Spanish and the Moroccans are in some kind of trouble. I do 
not know to whom I should address this question. Perhaps to the 
admiral or to Mr. Palmer. 

I suppose the source of the trouble may or may not be Ifni. As I 
understand it, the Moroccans are threatening to rush up some Royal 
cavalry to the border on the assumption that they are afraid they 
are going to be attacked by the Spaniards, or invaded. Do you know 
anything about that and, if so, what can you report to the committee? 

Mr. Paumer. There has been a considerable amount of unrest in 
southern Morocco and the adjoining Sahara areas since Morocco 
obtained its independence 2 years ago. 

There were a number of undefined boundaries and disputed terri- 
tories in that particular area, including the enclave of Ifni, which you 
mentioned. 

The armed forces that have been operating down there more or 
less guerilla bands, called the Army of Liberation—have been operat- 
ing in Ifni and also in Spanish Sahara, which is further to the south, 
and in the adjoining French territories in Algeria and as far down as 
Mauretania, which is quite a bit further south. 

For about the past month the Spanish and French forces have been 
operating down in this area in an effort to deal with these guerrilla 
bands. 

Now, I wish to emphasize again that these are unofficial forces. 
The Moroccan Government disclaims any responsibility for them and 
these are not Moroccans, Moroccan forces that are involved. But 
the Moroccans have expressed themselves as being concerned that 
these operations being conducted by the French and the Spanish may 
extend over into Moroccan territory or into disputed territory, par- 
ticularly in the Ifni area, and it is for this reason that they deferred 
moving their forces to insure that these operations do not spill over 
into territory that is acknowledged as being theirs. 

Thus far there have been no clashes between official Moroccan 
forces, and official Spanish or French forces, and we sincerely hope 
there will not be. 

Mr. Morano. Now, Mr. Palmer, we give military aid to Libya 
and Ethiopia, as I understand. 

Mr. Pater. Yes, sir. 

Mr. Morano. What do we get in return for that military aid, if 
anything, from those two countries? 

Mr. Pautmer. Well, nothing in direct return, but the relationship 
we have with Libya involves a major airbase, our largest overseas, 
Wheelus Field, just outside of Tripoli, plus a few other smaller loca- 
tions in the Tripoli area, and across on the other side of Libya in the 
Bengazi area, in Cyrenaica [security deletion]. 

In the case of Ethiopia, we have a major communications facility 
at Asmara, in Eritrea, which is federated with Ethiopia, and in addi- 
tion we have certain naval rights at Massawa, which is the major port 
in Ethiopia. 
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Mr. Morano. Can you tell me how many African countries, if any, 
belong to the specialized agencies of the United Nations whereby they 
can take advantage of technical assistance, providing they request it, 


and they make a contribution? 
You can put that in the record. 


Mr. Paummr. I would like to supply that for the record if I may. 
(The information requested is as follows:) 


Countries which are members of the United Nations or one of its specialized 
agencies may request technical assistance under the United Nations Expanded 
Technical Assistance Program. Over 90 countries are receiving aid under the 
1958 program. Countries need not contribute to the special fund from which the 
program is financed in order to receive aid, but in practice virtually all countries 
do contribute. Countries also pay the local costs of projects and their expendi- 
tures are estimated at slightly over twice the amount which they receive under the 


program. 


A list of member countries and of those receiving aid is attached. 


AFRICAN CoUNTRIES MEMBERS OF SPECIALIZED AGENCIES 


WORLD HEALTH ORGANIZATION 


Ethiopia 

Ghana 

Liberia 

Libya 

Morocco 

Nigeria 

Rhodesia and Nyasaland 
Sierra Leone 

Sudan 

Tunisia 

Union of South Africa 


FOOD AND AGRICULTURE ORGANIZATION 


Ethiopia 

Ghana 

Liberia 

Libya 

Morocco 

Sudan 

Tunisia 

Union of South Africa 


U. N. EDUCATIONAL, SCIENTIFIC AND 
CULTURAL ORGANIZATION 


Ethiopia 

Liberia 

Libya 

Morocco 

Sudan 

Tunisia 

Union of South Africa 


INTERNATIONAL CIVIL AVIATION 
ORGANIZATION 
Ethiopia 
Liberia 
Libya 
Union of South Africa 
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INTERNATIONAL TELECOMMUNICATION 
UNION 


Belgian Congo and Territory of Ruanda- 
Urundi 

British East Africa 

British West Africa 

Ethiopia 

Liberia 

Libya 

Morocco 

Rhodesia and Nyasaland 

Somaliland 

Spanish Morocco 

Tunisia 

Union of South Africa (and Territory of 
Southwest Africa) 

Portuguese colonies 

United Kingdom colonies 


INTERNATIONAL LABOR ORGANIZATION 


Ethiopia 
Ghana 
Liberia 
Libya 
Morocco 
South Africa 
Sudan 
Tunisia 
UNITED NATIONS 
Ethiopia 
Liberia 
Libya 
Union of South Africa 
Ghana 
Morocco 
Sudan 
Tunisia 
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COUNTRIES AND TERRITORIES IN AFRICA REcEIVING TECHNICAL ASSISTANCE 

UnpER ExPANpDED TECHNICAL ASSISTANCE PROGRAM, CALENDAR YEAR 1957 
Algeria Mauritius 
Basutoland Moroceo 
Bechuanaland Nigeria 
Belgian territories in Africa Reunion Island 
British East Africa Rhodesia and Nyasaland, Federation of 
Cameroons Sierra Leone 
Ethiopia Somaliland 
Gambia Sudan 
Ghana Tanganyika 
Kenya Tunisia 
Liberia : Uganda 
Libya Zanzibar 

Mr. Morano. You said there was no unilateral technical assistance 
from the Soviets or any of the Soviet bloc to the African countries, 
as I understand? 

Mr. Patmer. With the exception of Egypt, that is correct. 

Mr. Setpren. Will you yield at this point? 

Mr. Morano. Yes. 

Mr. Setpen. Am I reading the chart on page 86 incorrectly? It 
looks there as though there is some aid being furnished to Ethiopia. 

Mr. Van Dyke. [ would like to answer that if I could, sir. 

In the early 1900’s a Russian hospital was established in Addis 
Ababa. It was at that time under the Czarist regime. This hospital 
is still in existence and is still operated by Russians with a subsidy 
from the Soviet Union. 

Mr. Morano. What country? 

Mr. Van Dyke. This is in Ethiopia. 

In addition to that, the Ethiopians have recently made an arrange- 
ment with the Bulgarians for the establishment of a meatpacking 
plant in Eritrea. The bulk of the Ethiopian estimate refers to an 
agreement under which Czechoslovakia will construct a hospital on a 
15-year credit basis, but this project has not begun. 

Mr. Setpen. How about Yemen? 

Mr. Van Dyke. Except for these very marginal activities there is 
no Soviet assistance in Africa, Yemen is considered part of the 
Near East. 

Mr. Morano. If the African countries belong to the United Nations 
specialized agencies, as does Russia in most cases, then the Soviets 
presumably are getting some technical assistance experts into those 
countries through those organizations, would you not say? 

Mr. Parmer. This is possible, but I think actually that the way 
that UNTA operates, this is minimal. 

Mr. Morano. Now, Mr. Palmer, would you express an opinion on 
whether or not you would feel that a multilateral technical assistance 
program is better than a unilateral assistance program that the United 
States would provide? What would be your opinion? 

Mr. Paumer. There are, of course, a number of bilateral programs. 
The European countries themselves are also undertaking bilateral 
programs and I think with respect to the territories that they admin- 
ister on the whole they prefer to keep this on a bilateral basis and to 
make their contributions available in this w ay, so that 1 am not sure 
that you would get the same amount of technical assistance—I am 
not sure the European countries would contribute to a multilateral 
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program the same amount of assistance they are putting into their 
present bilateral programs. 

Mr. Morano. You meant they would not contribute to a multi- 
lateral program? 

Mr. Paumer. Not as much. 

My own feeling is that there is a great deal of good work that has 
been done by the United Nations technical assistance program in 
Africa and I think it can continue to do so, but I think from the point 
of view of our own bilateral programs with the African countries, 
that we would do better to maintain these on the present bilateral 
basis. 

Mr. Morano. Have you found that the Africans, these new coun- 
tries, look with more suspicion upon a unilateral assistance from the 
United States to an African country than they would at a multilateral 
program? 

Mr. Patmser. No;I have not found that they look with more suspi- 
cion on it. I think at the present stage of their development they are 
very pleased indeed to have bilateral assistance from the United 
States. 

Acting Chairman Morgan. The gentleman’s time has expired. 

Mrs. Kelly. 

Mrs. Kentiy. Thank you, Mr. Chairman. I have one short ques- 
tion. There is much accrued counterpart in these countries. I do 
not know to whom my question should be directed. Can you tell us 
briefly, and if it is going to be long, submit what the counterpart funds 
are going to be planned for? What projects? 

Mr. Van Dyke. There is not a great deal of counterpart antici- 
pated under these programs. 

Mrs. Ketuiy. There is not much counterpart there now’ 

Mr. Van Dyker. What page are you looking at? 

Mrs. Kexiy. Page 118 in the first book, for 1957. Morocco, Libya. 

And then I note in the country program page, for some it tells 
what the plan is, but I guess in these particular countries there is no 
project. Could you supply that? 

Mr. Van Dyke. The table on page 118 shows for the African area 
three countries in which there will be either United States owned local 
currency or counterpart accruing; Libya, Morocco, and Tunisia. 

You will notice as of June 30, 1957, there was no counterpart yet 
available. 

Mrs. Ketuy. There is none available in the Near East or South 
Asia? 

Mr. Van Dyke. In 1958 there will be some local currency. 

Mrs. Keury. That is the end of this year. 

Mr. Van Dyxez. That is the year in which we are now operating. 
During the current year there will be some counterpart and local 
currency accruing in each of those three countries and in the program 
year, fiscal year 1959, there will be additional counterpart accruing 
At the present time there is no accumulated balance. 

Mrs. Ketiy. That is all. 

Mr. Hays of Ohio. I notice you spent a good deal of your time in 
your statement, on Somaliland. I was in Africa in November and 
December and there was not one person I talked to, American, 
English, or any other nationality, that thought that Somalia had a 
chance to produce a viable economy or could stand alone, at any 
time or in the foreseeable future. 
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Even though it is given independence in 1960, nobody thought it 
could stand alone unless someone subsidized it from now on through 
eternity. 

Mr. Van Dyxe. I think that is the opinion of many people who 
have looked at this area. The country is very poor. It has been 
subsidized heavily by the Italian Government. It is now a trust 
territory of Italy. During the past 8 or 9 years the Italian Govern- 
ment has put some $90 million into the territory at the rate of about 
$10 million a year. The Somalia Government after it achieves 
independence in 1960 is going to have an exceedingly serious problem 
in meeting its budgetary requirements. 

Mr. Hays of Ohio. Are we going to do anything or are we doing 
anything about getting a realistic settlement of that situation or are 
we just going around with this slogan of freedom and self-government 
and presumably going to put them on the backs of the American 
taxpayers from now on? 

Mr. Van Dyxe. ICA has a small program there at the moment. 

Mr. Hays of Ohio. What is your long-range thinking about it? 
Are you doing anything in that way with the idea of having it federate 
with, for instance, Ethiopia or somebody? That would seem to be 
the most logical one. 

Mr. Van Dyxe. That is a political issue. 

Mr.-Patmer. Perhaps I might speak to the politics of this. 

The decision, of course, that Somalia should obtain its independence 
was a decision that was made by the General Assembly. Somalia was 
one of the former Italian territories that was given to the four powers 
who signed the peace treaty with Italy (the British, the French, the 
Soviets, and ourselves) to try to dispose of along with Libya with the 
proviso that if we could not reach agreement among ourselves, we 
would turn the problem over to the General Assembly. 

In fact, we could not reach agreement; we turned it over to the 
General Assembly and the General Assembly’s decision was that 
Somalia should become independent in 1960. 

So, I do not think that there is any possibility at all of this decision 
being changed. 

As a practical matter, | do not think, given the attitudes in the 
General Assembly, that they would ever reverse the proposal that 
this territory should have its independence. It would require a two- 
thirds vote. 

Mr. Hays of Ohio. Presumably, if we did not finance it, they would 
have to face up to something sooner or later. 

Did you ever consider getting realistic about a situation like that? 

Mr. Pautmer. I think, if we did not help finance it somebody else 
would undoubtedly do it. The amounts involved are not tremendous. 

Mr. Hays of Ohio. That is your attitude about everything in Africa 
and every African I talked to knows that is your attitude. The xy know 
you are over a barrel by your own volition and they frankly say, “‘All 
right, we will need so much money when we become independent, and 
we expect you to produce or we will get it from Russia.” 

Do you have any plan for meeting that kind of a threat, other than 
giving them the money? 

Mr. Patmer. May I go off the record on this, please? 

Mr. Hays of Ohio. Yes. 

(Discussion was off the record.) 





MUTUAL SECURITY ACT OF 1958 619 


Acting Chairman Morean. Mr. Adair? 

Mr. Aparr. Mr. Chairman, to return again to the question of 
Ghana, it is my understanding from these books, gentlemen, that 
there is planned for Ghana [security deletion] for the next fiscal year, 
all in the field of technical cooperation. Am I correct on that? 

Mr. Van Dyke. Yes, sir. 

Mr. Aparr. That is the only plan programed for Ghana? 

Mr. Van Dyke. It is possible they might get loans from the 
Development Loan Fund. 

Mr. Apatr. Yes. You do indicate that but there have been no 
applications made, or nothing definite yet with respect to the Develop- 
ment Loan Fund? 

Mr. Van Dyxn. We have had a query, but there is no application 
in hand. 

Mr. Apair. They we can say with accuracy, Mr. Van Dyke, that 
it is [security deletion] in technical cooperation and an inquiry about 
the Development Loan Fund? 

Mr. Van Dyke. Yes, sir. 

Mr. Aparr. Now, Mr. Palmer, if you would, would you give us your 
current appraisal of Mr. Nkrumah? 

Mr. Patmer. May I go off the record on this? 

(Discussion was off the record.) 

Mr. Aparr. One further question, Mr. Palmer, what about his 
personal political views? I am informed he has described himself 
as a Marxist or a Socialist. 

How do you appraise his personal political views at this time? 

Mr. Paumer. This is still off the record. 

(Discussion was off the record.) 

Acting Chairman Morgan. Mr. Selden? 

Mr. Seipen. Thank you, Mr. Chairman. 

Mr. Palmer, you emphasize din your statement that 4 new African 
states had emerged in the past 2 years and that the forces of national- 
ism are now hard at work in other vast areas of the African Continent. 

I note that in the past 2 years our expenditures in Africa have 
increased. As these new nations emerge, do you anticipate that our 
expenditures on the African Continent will increase proportionately? 

Mr. Pater. I would not want to say proportionately. 

Mr. Setpen. Will they increase substantially? 

Mr. Paumer. I think they will increase, yes. 

I qualified this in this way, because I think that our expenditures 
are heaviest in the North Afric an area, one of the reasons that they 
are is—and I say this off the record. 

(Discussion was off the record.) 

Mr. Setpen. Admiral Bergin, let me ask you one question. You 
point out in your statement that in order to contribute to the con- 
tinued prowestern orientation and stability of the North African 
governments, it is essential for these governments to maintain loyal 
armed forces. 

You also pointed out that pressure from Russia was increasing on 
the African Continent. 

Are the two MAAG Missions that we have established in Afric: 
only the beginning of many MAAG missions that will have to be set 
up as a result of Soviet pressure? 
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Admiral Brerern. I think that would be going too far into the 
future. 

[Security deletion. ] 

Mr. Sprague. In support of that I think it is unlikely that there will 
be any marked increase in the military assistance program for Africa 

Mr. Seipen. You think, then, that these two MAAG missions are 
sufficient for our needs in Africa? 

Mr. SpracueE. It is not so much a question of having these MAAG’s 
there now. I do not see that we are going into a large et 
assistance program for any part of Africa, including the two areas 
which we are now supporting. 

Mr. Sevpen. Admiral Bergin pointed out in his statement, however, 
that the primary purpose of our military assistance program in Africa 
is to help those governments that we assist to maintain armed forces, 
adequate in size, training, and equipment, to maintain internal 
security. As Soviet pressure increases on other governments and on 
the forces maintained by those governments, is it going to be necessary 
for us to send additional MAAG missions as well as equipment and 
material to maintain the stability of the governments that are im- 
portant to us? 

Admiral Brerein. My judgment at this time is that there would not 
be a significant increase for some time. 

Mr.- Hays of Ohio. Will you yield? 

Mr. Sevpen. Yes; I yield. 

Mr. Hays of Ohio. Off the record. 

(Discussion was off the record.) 

Acting Chairman Morean. Mr. O’Hara? 

Mr. O’Hara. Mr. Palmer, I liked very much your statement at the 
bottom of page 6: 


In the long run the orientation of Africa will depend on where the leaders feel 
their best interests lie. 


The Soviet has made much, first, of its offer to Egypt and then to 
all the African countries, of aid without any strings. When we talked 
with Nasser he said ‘“They did not come to me, I went to them and 


») 


they offered aid without any strings. 

I am wondering if in this area there is any feeling that they do not 
get aid from us without strings. Would you wish to comment on that 
phase? 

Mr. Pater. I do not think as yet that there has been any feeling 
that we attach unnecessary or unbearable strings to our aid. 

I think in almost all cases we have been able to work out adequate 
agreements with the African countries with undertakings on their 
part that they have not found burdensome. 

I do not think the matter of strings has yet become an issue with 
them. I think what is more likely to cause problems in our relations 
with the Africans is the amounts that are made available. The 
Soviets could make a dramatic and considerable offer to a particular 
country. Maybe $20 million would sound very, very tempting. 

Just concentrating on one area might thereby put us in a disadvan- 
tageous position but on the question of strings, thus far, I do not think 
it has proven to be a real problem. 

Mr. O’Hara. Earlier we were discussing the political character, 
whether conservative, liberal, or radical, of the members of the cabi- 
net of one of the governments. Does our aid depend on our approval 
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of each and every member in a cabinet of a country we are considering 
for assistance? 

Mr. Patmer. Would you repeat that question? 

Mr. O’Hara. Yes. 

We were discussing a given country and one of my colleagues said 
someone did not appear to be a conservative. 

I should hate to feel that each member of a cabinet in a govern- 
ment we are giving help to, should have to go through a screening to 
determine whether he was a conservative or a liberal. 

I do not think it is any of our business. Our concern is the character 
and dependability of the government as a whole in its relation to its 
own people and to the free world. 

If the impression is given in these countries that our aid is depend- 
ent upon the result of spying and minute screening, then are we not 
under a disadvantage? 

Mr. Van Dyke. Your point is certainly well taken but I know of 
no instance where we have been put in that position. 

Mr. O’Hara. I do not know. I am bringing up the possibilities. 

I am also concerned and very much concerned with this. There 
were few people from Chicago or the Middle West that I met in the 
African area that our study mission visited. 

We visited one country with a population 95 percent Negro and over 
the door of a washroom in the American consulate there was a big sign 

‘Gentlemen,’ and then in brackets, “Europeans.” It struck me as 
not a good way to win friends in a Negro country. 

Mr. Patmser. Where did you find these signs, in Ghana? 

Mr. O’Hara. No, it was another country. As a matter of fact, | 
have told the story but I have not identified the place because I think 
the consul was following a practice of the Europeans without thinking 
and he promised me to change the sign. 

Mr. Hays of Ohio. Let us go off the record then and tell the whole 
story. 

(Discussion was continued off the record.) 

Acting Chairman Morean. Are there any further questions? 

Mr. Hays of Ohio. Yes, I have. 

In my brief 5-minute period I was rather critical with questions and 
I do not want you to think that I have nothing but criticism. I tell 
my office staff sometimes that if I do not criticize any particular thing 
they do, they know I am more than satisfied w ith it. 

I must say that I think your statement, Mr. Van Dyke, was very 
inclusive. It is a little long to read to a group and take up our time 
but it did have a lot of material in that I happened to know about 
if the others did not, and I think it is valuable from that point. I 
think you are doing a good job in many of these areas. 

I was very much impressed with the technical school in Ethiopia 
for example, which I visited and of which you speak at some length, 
here, and I think those are the kinds of projects that we can justify 
in our own minds, and with the people back home. I have tried to 
explain my position back home and they have accepted it by greater 
numbers each year, but I do have a very active—I do not know 
whether I aa call it conscience or not, because I have been accused 
of not having any but there is something that bothers me about 
projects that are not beneficial to the mass of the people. 

I would just like to point out to you that as far as I am concerned 
I will support a program that does something to raise the standard of 
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living and attack what I think is the danger of communism, in a place 
where I think it needs to be attacked but I am not going to buy very 
much more defense support and weapons support for these nations 
which need technical equipment a lot worse than they need guns and 
tanks and jet planes and if they got them they probably would not 
know what to do with them. 

Mr. O’Hara. Will the gentleman yield? 

Mr. Hays of Ohio. Yes. 

Mr. O’Hara. I want to join in what my colleague has said. By 
my questions I do not wish to reflect a general disapproval of what 
you are doing. I agree with Mr. Hays, from what we saw in Africa 
you are doing a’good job but I was pointing out the matters where 
I thought there might be improvement. 

Acting Chairman Morean. Mrs. Bolton? 

Mrs. Botton. Just one remark for Mr. O’Hara’s information. 
do not know whether you went to Liberia, did you? 

Mr. O’Hara. No; I did not. 

Mrs. Botton. There the Ambassador is a Negro and he comes 
from Chicago, as far as I know, and is one of the very excellent men 
we have in the Service. 

Mr. Chairman, may I express the hope that we here in America 
shall be patient with this new country of Ghana, knowing very well 
that in any new country, partic ularly under the pressures of today 
and the Communist pressure, it can very well make mistakes even 
getting itself way out to the left or the right or into a difficult situa- 
tion; but eventually coming out of it. I think all of us must be 
very tolerant and understanding but I think we must also urge our 
departments to be very alert where those things are involved. I am 
sure from what I know of the departments that you are being alert 
but I would like to urge it on you very much because there is so 
much depending upon the legislature and the Government of Ghana 
and if it goes wrong, it will be a very serious thing in all of Africa. 
So it is in the north, also, where Algeria is the key. 

Those are some of the things that trouble those of us whose business 
it is not to deal with it. 

We are very glad to have the kind of reports you have given us. 

Mr. Hays of Ohio. Off the record, Mr. Chairman. 

(Discussion off the record.) 

Mrs. Botton. Could I ask if the witnesses would be kind enough to 
answer some of these questions for me and get them in the record and 
send them back to me. I will put the ones that seem pertinent into 
the record. 

Acting Chairman Morean. Very well. 

(The information requested is as follows:) 


RESPONSES TO QuEsTIONS SuBMiTTED BY Hon. Frances P. Botton RELATING 
TO THE Mutvat Security PROGRAM FOR AFRICA AND THE NEAR East 


AFRICA-GENERAL 


The presentation books state that 82 Africans are now in attendance 
at the American University at Beirut. How are these students financed and 
how are they chosen? What impact do they have in their areas upon their 
return to their own localities? 

The financing of these students is from two sources: Their tuition is provided 
for under the ICA-American University of Beirut contract; their transportation 
and maintenance is funded from ICA regional projects allotments. Prior to 
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fiscal year 1959 both types of costs were shown under the Near East-south Asia 
program. Starting with the fiscal year 1959 presentation, those contract, main- 
tenance, and transportation costs related to African students are shown under 
African regional projects. 

Since 1956 students have been selected in the following manner: (a) Quotas are 
fixed by country and by specialty in Beirut through consultation between ICA 
and the university; (b) USOM’s in the respective countries, upon receiving advice 
of their quota, program individuals for the American University at Beirut as an 
integral part of their project-related participant programs. The same criteria 
and procedures are applied as in selecting an ICA-financed participant for training 
at any other institution. 

It is not easy to make an evaluation of the effects of the American University 
of Beirut program in the African countries. There have been only some 25 
Africans who have completed their training and returned to their home country 
since the program was initiated in 1951 (8 to Ethiopia and Eritrea, 7 to Liberia, 
and about 10 to Libya). 

Of the eight Ethiopians and Eritreans, one became the mayor of Massawa; 
another was put in charge of the largest hospital in Eritrea; one is now a laboratory 
technician at the Gondar School, training public-health workers; a fourth went 
from Beirut to Syracuse University for graduate work in public administration 
and has only recently returned to Ethiopia; while a fifth participant, the only 
one who has completed training in agriculture, is now working in the Ministry of 
Agriculture. The remaining three participants have proved unsatisfactory. Two 
of them were unable to complete their course of study; the whereabouts of the 
third is unknown. Thus it appears that where returned trainess have not been 
utilized successfully, the fault has been with deficient selection procedures and 
that, on balance, the training has been useful to Ethiopia. 

The seven Liberians referred to above as having returned to Liberia after 
training in Beirut are the total number of participants trained at the American 
University. This training took place between 1951 and 1953. Information on 
their current employment is not available in Washington. 

The 10 Libyans who were trained at the American University of Beirut were 
mostly in the field of public health, medicine, and pharmacy. Since their return 
@ majority of them have been working successfully with United States technicians 
in the Libyan development program. 

2. The State Department is presently proposing the creation of an Assistant 
Secretary for Africa and the establishment of a Bureau of African Affairs. 
What steps are being taken in ICA to insure that African problems receive 
the attention that they deserve? 

As the requirements of program development and implementation in Afric 
have expanded over the past year and a half, ICA has reorganized and expanded 
its administrative and programing arrangements to meet this new need. In 
October 1956, the Africa Division of ICA, with a ceiling of 11 persons, was 
shifted from the Near Kast and south Asia regional office, where African problems 
were tending to be overshadowed by the larger immediate problems in the Near 
East and south Asia, to a new consolidated Africa and Europe regional office, 
where European problems of direct concern to ICA had decreased. This reor- 
ganization made it possible to devote greater staff time and senior-level attention 
to the growing needs of the African area. This area, as in the proposed State 
Department reorganization, excludes Algeria, ILgypt, and the Sudan. The 
African country desk staffing, as of March 1, 1958, comprises 16 persons in 2 
divisions, while the fiscal year 1959 staffing pattern presently contemplated calls 
for 18 persons. Central program and supervisory staffs are devoting a greater 
portion of their time to African problems. 

There has been a parallel growth of ICA field staff: On June 30, 1956, ICA had 
31 administrative, 192 technician, and 132 local employees in 6 countries, 
including the overseas territories in Africa; on June 30, 1957, ICA had 47 admin- 
istrative, 258 technician, and 207 local employees in 9 countries, including the 
overseas territories; on June 30, 1958, ICA expects to have 85 administrative, 
392 technician, and 277 local employees in 11 countries, including the overseas 
territories. Within the limits of available administrative funds and worldwide 
priorities, ICA plans to expand staff time devoted to African programs as these 
programs expand. 


21862—58—pt. 4-12 
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MOROCCO 


1. How much assistance are the French now furnishing to Morocco? 

The bulk of French Government funds appropriated for economic assistance to 
Morocco have been withheld since mid-1957, pending solution of disagreement 
over certain private French land rights in that country. There is some indication 
that much of this potential aid has been, and may continue to be, used by France 
to relieve French citizens who have left Morocco or who have claims in that 
country. However, France extended credits totaling 5 billion franes ($14.3 
million) in 1957 to help finance Morocco’s development budget, and Morocco 
hopes for continued payments on this account. 

In February 1958, the French Treasury egreed to provide a grent of 4 billion 
francs ($9.5 million) to help finance subsidies to prevent price rises associated 
with the increased franc costs of essential imported foods. To assist Morocco in 
paying the subsidies, France also agreed to the postponement of 2.3 billion francs 
in debt payments due this year from Morocco. 

In addition to this assistance, Morocco also benefits substantially from French 
Government civil and military expenditures in Morocco, which amounted to the 
equivalent of over $200 million in 1956. Moreover, large numbers of French 
technicians under contract to the Moroccan Government provide essential 
services. 

It should be understood, however, that the flow of French assistance and of 
French expenditures in Morocco has become spasmodic and irregular; there has 
been withholding of public capital and a serious flight of private capital. It is 
increasingly difficult to count on French assistance as in the past. 

2. Have the Communists or the Nasser variety of Pan Arabism penetrated 
to any significant extent into Morocco? 

Communism has never been, and is not now, a factor of major significance in 
the Moroccan political scene. However, Morocco has in recent months been the 
target of vigorous Communist propaganda supporting Moroccan popular aspira- 
tions and freedom for Algeria. In addition, Moroccan students in France have 
increasingly become carriers of Communist propaganda to Morocco, a situation 
which could prove of considerable future significance. 

According to available information, there has been no recent increase in Moroc- 
can Communist Party membership, which remains at an estimated 500 persons. 
The party is not outlawed in Morocco, and there is no established Moroccan 
Communist Party press, although several French party-line publications are on 
sale in Morocco. 

In the field of economic relations, present Moroccan trade with Communist 
countries represents little more than the continuation of economic barter arrange- 
ments concluded at the time of the French protectorate. In addition to these 
long standing commercial relations with the Communist bloc, there is a new and 
disquieting element in the increasing number of trade missions from Communist 
countries which have visited Moroeco. In some eases, these missions have led 
to the establishment of permanent offices in Morocco for the alleged purpose of 
administering existing trade arrangements. 

Pan-Arabism has a strong sentimental appeal for the Morocean people, but 
Morocco is deeply concerned with its own national and regional problems, and 
has focused its attention on the ultimate goal of a Maghrebian (northwest 
African) federation. It would appear thet the Government of Egypt has yet 
not directly attempted to introduce pan-Arabism in Morocco. It is undoubtedly 
with such a goal in mind that the Government of Egypt has concentrated on 
expanding its cultural influence in Moroceo as necessary preparation for an 
eventual pan-Arabist drive. Thus, the Egyptian Government in 1957 established 
and staffed 2 Lycee at Rabat that is well known for the excellence of its Arabic 
language instruction. Egyptian and Moroccan cultural leaders exchange visits 
regularly. At the present time, however, it cannot be said *hat Nasser pan- 
Arabism, as such, has a major impact upon the Moroccan scene, as it has been 
overshadowed by Morocco’s own nationalism. 

4. What is the present status of our negotiations with respect to the 
Moroccan bases? 

The United States recognizes that, with the accession of Morocco to inde- 
pendence, new arrangements with the Moroccan Government concerning United 
States military operations and the status of United States personnel are needed. 
Negotiations to this effect opened at Rabat on May 8, 1957. 

Because of the many outstanding problems which Morocco has yet to work 
out in her overall defense relationships, the Government of Morocco has indicated 
a desire to reach a provisional arrangement with the United States until it is 
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possible for that country to conclude definitive base agreements with us. Nego- 
tiations looking toward a solution are continuing. 

Since the visit in November—December 1957, of His Majesty King Mohamed V, 
the United States and Morocco have been working toward agreement on a pro- 
visional solution conforming to the joint United States-Morocean statement 
issued November 27, 1957, at Washington which states, in part: ‘“‘Pending con- 
clusion of an agreement, the two Governments expressed their desire to proceed, 
by means of a provisional solution, to the appropriate adjustment of present 
conditions regarding the Armed Forces of the United States in Morocco.” 

{Security deletion.] 

TUNISIA 


1. The statement is made in the presentation books that capital is leaving 
Tunisia. What is the occasion for this flight of capital and what can be done 
to stem the outward flow? rt 

The flight of capital from Tunisia dates from the French grant of independence 
to Tunisia in 1956, and the uncertainties in the investment and economic outlook 
which followed. The Tunisian Government has taken measures designed to 
encourage the confidence of those French investors who have not withdrawn their 
capital and to encourage new foreign investment. Provided that normal relations 
between France and Tunisia can be restored, it seems reasonable to expect the 
outward flow of capital to cease, as most of those investors who were unwilling 
to leave their capital in an independent Tunisia have already withdrawn it. 

There nevertheless is likely to be for some time a great need for capital, both 
private and public, and there is the danger of a climate which will not be favorable 
to the flow of French assistance or new private investment. The best remedy 
would be reestablishment of amicable relations between France and Tunisia and 
the resumption of French assistance. 

2. The presentation books indicate an item under technical cooperation 
for media production. What is covered under this heading? What is its 
purpose? 

The amount of $40,000 included in fiscal year 1959 project assistance for media 
production is proposed to continue @ project requested by the Government of 
Tunisia and begun in fiscal year 1958. It covers the costs of technical advice, 
films, literature, and other forms of information media in support of those fields 
of activity, and development of simple audiovisual materials for use of Tunisian 
training programs designed to improve health, education, and agricultural prac- 
tices. Tunisians will also be trained in techniques of producing various types of 
audiovisual materials. Tunisia for fiscal year 1957 agreed to provide $55,000 for 
teachers, technicians, transportation, buildings, and materials for this activity. 

3. Is there any possibility of our using local currencies available in France 
or elsewhere for the purchase of commodities and equipment in France to 
support programs in Tunisia and Morocco? 

There is no balance of unprogramed French franes from earlier programs. 
However, the programs for Morocco and Tunisia for the current fiscal year con- 
template sale of surplus agricultural commodities in Europe, probably in France, 
and using the resulting United States-owned currencies as a part of the economie¢ 
assistance programs in Tunisia and Morocco. 

1. What relation (if any) do our plans for Tunisian aid have to what 
France is not doing? 

Tunisia will continue to need very large amounts of assistance from foreign 
sources for some time to come. If assistance in necessary amounts is not forth- 
coming there will be such a severe drop in employment and in the general level 
of economie activity, which is already at a dangerously low level, that chaos 
could result. For example, even now between one-third and one-fourth of the 
Tunisian labor force is unemployed. 

Because the need will continue to exist, and on the assumption that we cannot 
afford to place the Tunisian Government in a position where it would be faced 
with the alternatives of turning toward the Eastern bloe or seeing its economy 
disintegrate, we continue to hope that France will remain the source of the major 
portion of foreign capital assistance to Tunisia. French willingness to continue 
aid to Tunisia will be determined in large part by the success of our efforts to 
bring France and Tunisia into a harmonious relationship. If French assistanee 
to Tunisia continues to be suspended too long or is eanceled, or drastically 
reduced, the United States will be faced with the necessity of making a major 
effort to see that Tunisia’s minimal needs are met. 
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LIBYA 


1. In the presentation books it is stated that one of the objectives of the 
program is to train Libyans to replace third-country nationals currently 
occupying a large portion of Libya’s teaching and governmental positions. 
What percentage of Libya’s teaching positions are held by Libyans and what 
progress has been made in improving the situation? 

There are approximately 3,208 teachers in the elementary and secondary schools 
of Libya. Of this total number, 578, or 18 percent, are non-Libyan or foreign while 
82 percent are Libyan. In the elementary grades there are approximately 110 
non-Libyan teachers; 96 percent are Libyan. However, almost 50 percent of 
Libyan elementary schoolteachers are poorly trained and really not qualified for 
teaching. At the preparatory and secondary school levels, there is a much higher 
percentage of foreign teachers. Only about 20 percent are Libyan. 

During the past 2 years, a number of steps have been taken by the Libyan 
Government with the aid of American funds and technicians looking toward the 
improvement of this situation: small boarding schools have been consolidated and 
the teaching load for foreign teachers has been increased in order to reduce the 
need for foreign teachers. Teacher trainers have been supplied to teacher train- 
ing schools in order to accelerate the training of new Libyan teachers. Funds 
were provided through the Richards Mission for the construction of a new teacher- 
training school in Benghazi to train elementary schoolteachers. Assistance has 
been given to the new Libyan University whose primary purpose is to train 
Libyans to become secondary schoolteachers. Approximately 200 teachers were 
trained in short courses during the summer of 1957. 

Additional funds are being provided in fiscal year 1958 and are recommended 
for fiscal year 1959 to expand teacher-training facilities and to finance a large 
extension in summer short-course program. Plans have also been developed for 
extension courses for in-service training of elementary schoolteachers. 

2. Is there any possibility of Libya becoming able to sustain itself at any 
time in the foreseeable future? Are there sufficient mineral and other 
resources in the country to make this a possibility? 

Barring unforeseen developments in Libya’s natural resources picture, it is 
not likely that Libya will be able to sustain itself without external financial as- 
sistance in the foreseeable future. While oil deposits have been discovered in 
the province of Fezzan, it is not yet known whether oil exists in sufficient quantity 
to make its exploitation profitable. With the exception of the possibility of oil 
deposits, there is no indication that Libya contains any significant mineral or 
other resources, and the Libyan trade position is not likely to produce a balance 
of foreign exchange sufficient to pay for minimum import needs. 

3. What is the status of relations between Libya and Egypt? 

Libya and Egypt exchange diplomatic representatives, and official relations 
between the two countries are cordial. Egypt supplies Libya with most of its 
teachers and a number of officials for the federal and provincial governments. 
There have been indications recently that Libya would prefer to become less 
dependent upon Egypt and is somewhat disturbed by what have been described 
as Egyptian attempts to interfere in Libyan internal affairs. 

(Security deletion.) 

4. What are the contributions of the United Kingdom and the United 
States to Libya? What benefit does the United Kingdom derive from this 
contribution and why is it reducing its contribution? 

During the current United Kingdom fiscal year, ending March 30, 1958, the 
United Kingdom will have given Libya the equivalent of $11.8 million in economic 
assistance, of which $2.8 million is for economic development projects and the 
remainder for direct budget support. In addition, the British provide a military 
training mission to train the Libyan Army as well as staff for the new Libyan 
Military Academy. The United Kingdom, on the other hand, is permitted to 
station and train troops in Libya and maintain certain specified military airfields 
in the country. We understand that owing to its serious financial situation, the 
United Kingdom plans to reduce its financial commitment to Libya. 

The United States has, for the current United States fiscal year, programed 
$10 million for Libya in addition to the $4 million which is paid Libya annually 
in connection with the United States-Libyan Base Rights Agreement of 1954 
by the Air Force. Our technical assistance program for Libya will amount to 
$2.4 million this year and we will have given Libya approximately $1 million worth 
of military equipment during the year. 
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GHANA AND LIBERIA 


1. Efforts are being made to diversify Ghanaian agriculture by getting 
away from sole reliance on cocoa as the principal product. On the other 
hand in Liberia efforts are being made to introduce cocoa as a diversifying 
factor. Does the introduction of cocoa into another economy, i. e., Liberia 
irritate Ghana in that an additional competitor is being added to the : market? 

There is no evidence of any concern in Ghana over the necessarily limited intro- 
duction of cocoa into Liberia. Liberian soils have been found to be generally 
unsuited to the growing of cocoa. In those limited locations where cocoa can be 
grown, diversification of crops can make a contribution to the cash income of the 
individual farmers. ICA has therefore encouraged Liberian farmers to grow 
cocoa in those cases where conditions are favorable. However, in the aggregate, 
cocoa exports from Liberia are small in relation to those from Ghana, $263,000 as 
compared to $143 million in 1956. 

2. Liberia is usually thought of as a country which has been a beneficiary 
of the American enterprise system, and it is usually thought that the United 
States would like to make a showplace out of Liberia. Why have more 
efforts not been made in this remardt 

Until the late 1930’s, Liberia was trapped in the typical circle of underdeveloped 
countries; low income, low savings, low investment, low production, low income; 
an important aspect of this situation being limited opportunities and facilities for 
training skilled people without whom development cannot take place. The 
United States, through both private investment and governmental programs, has 
contributed greatly to Liberian economic growth. 

Stimulated by production of rubber from the Firestone plantations, and helped 
by construction of the port at Monrovia with $19.4 million in lend-lease funds, 
this cirele was broken and a process of economic growth initiated. This process 
has been accelerated in the last decade as foreign private investors, encouraged by 
a favorable investment climate, have come in to help develop Liberia’s rich re- 
sources. The resulting increase in Government revenues, together with assistance 
from the United States in the form of $21 million in Export-Import Bank loans and 
$15 million in technical cooperation funds, has made possible a substantial ex- 
pansion in Government construction and services. 

The cumulative result of all these activities is leading toward major changes in 
Liberia, including a sharp acceleration of economic growth. National output is 
estimated to have increased by about 5 percent per year between 1950 and 1956, 
and the country beyond the area around the capital is being opened up to economic 
development for the first time. While Liberia has a very long way to go from 
what is still largely a tribal economy, a good start has been made. In assessing 
what has been accomplished thus far, it must be remembered that the idea of 
economic growth is a new objective both for Liberia and those foreign agencies 
trying to assist the country in its efforts. Had greater private and governmental 
resources been available, more undoubtedly could have been done, not only in 
Liberia, but in most other countries of the world. Yet what has been accom- 
plished in the last decade by Liberia, with external assistance, is fairly impressive. 

As Liberia’s absorptive capacity grows, there will be increased opportunities for 
additional private and public investment. Liberia has been following an intelli- 
gent policy of encouraging private capital to enter and develop the country. 
This and such factors as a convertible currency make Liberia’s prospects good for 
obtaining additional private foreign capital. There should also be adequate 
opportunities to complement this private developmental activity through such 
agencies as the international banks, the Export-Import Bank, or the Development 
Loan Fund to which Liberia has already applied. 


ETHIOPIA 


What is the status of Ethiopian relations with Egypt? Are there 
serious sources of friction between the two countries? Do the Egyptian 
propaganda campaigns extend into Ethiopia? 

Ethiopia and Egypt maintain diplomatic missions in their respective capitals 
and have normal official relations. The principal source of difficulty between the 
two countries concerns the use of the Nile waters. Egypt believes itself entitled 
to the use of the greater portion of the Nile flow and is planning much of its eco- 
nomic development on this basis. Approximately 80 percent of the total Nile 
flow during the flood season comes from the Blue Nile in Ethiopia. Ethiopia, 
which is not party to any international agreement on the Nile waters, has recently 
= reserved its rights to the future unrestricted use of the waters of the Blue 
Nile. 
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Egyptian propaganda campaigns extend into Ethiopia primarily through the 
medium of Radio Cairo programs directed toward Eritrea and areas inhabited by 
Somali Moslems. In addition, the Egyptian Embassy in Addis Ababa recently 
initiated a local information program. 

[Security deletion.] 

2. The presentation books state that assistance is being furnished in the 
establishment of the Bureau of Census and Statistics for Ethiopia. Are there 
not many more pressing problems in Ethiopia than the establishment of a 
census bureau? 

The primary objective for Ethiopia set forth in the presentation books is 
“to help Ethiopia increase its rate of economic development and technical 
advance.”’ One of the important goals listed for meeting this objective is “improv- 
ing the Government’s ability to administer a national-development program.” 
A concrete step to further this goal, in the case of Ethiopia, is the proposal to 

rovide technical guidance in establishing a Bureau of Census and Statistics. 

his project results from the recommendation of a recent survey strongly 
supported by the Ethiopian Government. Adequate and accurate economic data 
is vital to the success of a national development effort in any nation. 

We believe the above proposed project will strengthen the Ethiopian Govern- 
ment’s ability to administer a national-development program and will help demon- 
strate United States interest in accelerating economic activity for the purpose of 
leading the Ethiopian people to a better future. 

3. The presentation books state that the United States is furnishing assist- 
ance in the training of copilots for the Ethiopian airlines. Where do these 
pilots receive their training? How soon will it be before the Ethiopians are 
able to assume operating responsibility for these airlines? 

The copilots receive their training in Ethiopia from American TWA pilots 
operating under contract with the ICA. It is estimated that 10 or more years 
will elapse before the Ethiopians will be able to assume full operating responsibility 
for the airline, but already 20 Ethiopian copilots are flying with the airline and 1 
has been fully qualified as a pilot. 

4. The statement has been made that a new coffee process has improved 
the salability of Ethiopian coffee. Is this a process which was developed spe- 
cifically for Ethiopian coffee or is it simply an adaptation of a previously 
known process? 

The process in question was not developed specifically for Ethiopia, It was 
worked out by an ICA technician and was introduced by him first in Bolivia and 
more recently, with adaptations, in Ethiopia where it is hoped it will have equal 
success. 

5. Has the agricultural and mechanical arts college in Ethiopia achieved 
full capacity? 

The college has not yet reached its full capacity. Additional construction is 
necessary to bring the capacity of the college up to 350 students. 

At present enrollment at the college is 95. It is expected that this will double 
for the school year 1958-59 and reach the capacity of 350 by 1961. 


SOMALIA 


1. Have there been any Communist inroads into Somalia? 

Thus far, there is no apparent Communist activity in Somalia. A small 
Communist Party, organized mainly among Italian elements of the population, 
collapsed in 1956 after a brief existence. There is, however, growing Soviet 
interest in this part of Africa. 

(Security deletion.) 

2. What impact has Nasser had in Somalia? Is there any prospect of 
Somalia ever achieving self-sufficiency? If not, what are the alternatives? 

Although the Somalis do not consider themselves Arabs, and have little interest 
in Arab problems Egypt has considerable attraction for them on religious and 
cultural grounds. Egyptian propaganda in Somalia stresses the religious and 
cultural relationship between the two countries. The Egyptian Government is 
now maintaining approximately 200 Somali students, at its own expense, in 
educational institutions in Egypt. In addition, approximately 40 Egyptian 
teachers have been sent to Somalia to teach in religious and other schools. As 
tangible evidence of Egypt’s interest in the welfare of Somalia, the Egyptians 
recently offered to build and staff a hospital in Mogadiscio. These efforts have 
created a favorable impression among the Somalis and there is every indication 
that Egyptian influence will be increasingly important within the country. 
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The prospects of Somalia achieving self-sufficiency in the foreseeable future 
appear remote. While the development of Somalia’s limited resources should 
eventually permit it to subsist on a very modest scale, without outside help, this 
cannot be accomplished in view of the poverty of the country, the prevailing 
illiteracy and the lack of common skills unless external aid is available in some 
degree for a number of years. The outlook would be considerably improved if oil 
explorations now being conducted prove successful. It must be recognized, 
however, that discovery of oil would not have an immediate impact upon Somalia’s 
general economic situation. 

(Security deletion.) 

Acting Chairman Morean. Thank you very much, gentlemen. 
We will adjourn and reconvene at 2:30 in open session. 
(Whereupon, at 1 p. m. the committee adjourned to reconvene at 


2:30 p. m. the same day, in open session.) 
AFTERNOON SESSION 


The committee reconvened at 2:30 p. m. in open session, in room 
G-3, United States Capitol, Washington, D. C., the Honorable 
Thomas E. Morgan (acting chairman), ), presiding. 

Acting Chairman Moraan. The committee will come to order. 

We are in open session on the consideration of the Mutual Security 
Act of 1958 which includes authorizations for the fiscal year 1959. 

Our witness in open session is a former member of this committee, 
the Honorable Thomas J. Dodd, from the great State of Connecticut, 
who is well known to every member of the committee. 

Mr. Dodd, you go right ahead and give us your identification and 
statement. 


STATEMENT OF HON. THOMAS J. DODD, FORMER REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF CONNECTICUT 


Mr. Dopp. Mr. Chairman and members of the committee, I am 
very grateful to you for permitting me to appear here. I appear here 
for myself, alone. Since this is the Foreign Affairs Committee, how- 
ever, I think I should say to you that I represent the Republic of 
Guatemala as counsel in this country, as a lawyer. 

My client is not at all interested in my appearance on this legisla- 
tion, nor do I perform any services which have to do with such activi- 
ties. 

I serve only as legal counsel. 

I have been interested, as I think many of you know, really out 
of my service on this great committee, in foreign affairs and in some 
particular aspects of foreign problems ‘concerning which I would like 
to read a statement, if I may, Mr. Chairman. 

Acting Chairman Morean. Go right ahead. 

Mr. Dopp. I appreciate the privilege of appearing before the 
House Foreign Affairs Committee in support of a continuation of the 
mutual security program for fiscal year 1959. 

As a former member of this committee and of its Subcommittee on 
Latin American Affairs, | want to say that it gives me a good feeling 
to be back here, seated at this table which has witnessed many long 
hours and weeks of hard work by this committee, truly the architect 
of many provisions of the mutual security legislation. 

I know from firsthand experience how thoroughly this committee 
considers proposed legislation and to what extent the imprint of its 
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own experience, thinking and labor is impressed upon the legislative 
product as it emerges from the Congress. 

It is only fitting, therefore, that 1 appear before the House Foreign 
Affairs Committee to discuss with you some of the principles which I 
feel need special emphasis in the mutual security program. It is my 
intention see to suggest certain changes and amendments in the draft 
of the proposed provisions submitted by the executive branch on the 
Development Loan Fund. 

I am, of course, aware of the importance of other areas of the world 
to United States security, United States economic interests and the 
building of a free world. 

No area of the world is unimportant to us. This is true because 
of our real concern and because of our fundamental American history 
and tradition. 

Our people spring from roots and traditions outside the United 
States in origin. We have a tradition of caring about other peoples 
and what happens to them. That is why we are so deeply concerned 
about the Communist menace. 

We know of the inhuman activities of the Communists, and we 
know of their future plans which remain constantly unchanged. 
We also know that if we are to have wholesome trade relations, we 
must have free and independent nations to deal with, and we are, 
of course, aware of the importance of having bases located in strategic 
areas of the world. 

There is one area in particular which, it seems to me, merits con- 
stant attention by the United States through mutual programs that 
will benefit both the United States and that area. I refer to Latin 
America—that great area to the south embracing 20 republics and 
comprising a population larger than that of the United States 
approximately 184 million, as compared to our population of some 
170 million. I refer to that area—that great area to the south- 
making up almost 8 million square miles, as compared to the 3 million 
square miles in the United States. 

While serving as a member of this committee and of its Subcom- 
mittee on Latin American Affairs, I became deeply impressed with 
the importance of Latin America to the United States and to the whole 
free world. It was my privilege to visit Latin America to conduct a 
study of conditions in that area while serving as a member of this 
committee. 

I know that you are likewise deeply concerned about our relations 
with our neighbors to the South. Some of the progress which has 
been made in United States-Latin American relations is due directly 
to your efforts. The reports of the various study missions conducted 
by this committee in Latin America attest to the real concern which 
you have with respect to our relations with Latin America. 

It is, however, essential that there be created within the executive 
branch of our Government a deeper consciousness of the importance 
of this area, not only to the United States but to the whole free world, 
coupled with plans and programs of assistance to Latin America 
which will meet at least the minimum needs of the 184 million people 
of Latin America. This is an area seething with a tremendous urge 
to improve its social and economic conditions, with a population that 
has since World War II been rising about 2.3 percent a year. People 
want to be free of disease and hunger. People want to house, clothe, 
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and educate their children. People want medical and hospital facili- 
ties. People want means of communication. 

Latin America is a giant which is beginning to stir. How it stirs 
and to what it stirs depends largely upon United States foreign policy, 
policy translated into programs that will fit the various needs of the 
people of Latin America, rather than a policy which takes them for 
granted. 

This is especially essential if we are to block any effective inroads 
by the Communists, who have demonstrated that Latin America is 
an important area to them. What happened in Guatemala can 
happen elsewhere in Latin America. We must never permit this to 
take place. 

While serving on this committee and while listening to the various 
presentations made by the executive branch on the mutual security 
program, I was impressed with the fact that Latin America was an 
area which was always treated last by the executive branch. It was 
always treated, as indeed it is treated this year by the executive 
branch, as the “also ran” of areas. There has been a certain con- 
descension about the area—a certain attitude of “Well, they will go 
along with us anyway.’ 

As I glance through the little booklet prepared by the executive 
branch and titled ‘““The Mutual Security Program, Fiscal Year 1959, 
a Summary Presentation, February 1958,” beginning on page 109 
which deals with Latin America, I find that Latin America is taken 
up the hill and then kicked down. The presentation booklet talks 
about Latin America in these terms: “Importance to the United 
States,’’ ‘“‘Latin America is Important to United States Trade,” 
“United States is Latin America’s Best Customer,” “Latin America 
Depends on United States Capital,” and so on. But when we trans- 
late these terms into programs, we find that the magnitude and extent 
of the programs proposed by the executive branch for Latin America 
for the next fiscal year total only $92,808,000. By contrast, the 

roposed program for fiscal year 1959 for the Far East and the 

-acific, as outlined on page 97 of the presentation booklet, totals 
$1,027 ,120,000. 

I am fully aware of the fact that $399,120,000 are requested for 
military assistance and $595 million are requested for defense support 
for the Far East and the Pacific. I am also aware of the fact, as this 
committee is of course aware, that a huge program of military assist- 
ance to Latin America is not called for at this time—indeed, it is not 
expected by the Latin Americans themselves. 

However, the proposed program for the Far East demonstrates that 
there is a solicitude and that there is a desire to demonstrate that 
solicitude in tangible terms for an area which is extremely important 
to the free world and to the United States. But why should not an 
equal solicitude be demonstrated in tangible terms for Latin America, 
this great area without whose support the United States would find 
itself in extreme danger? 

We must remember this: Even if we should have successful policies 
toward the Far East, even if we should have successful policies toward 
Europe, even if we should have successful policies in other parts of the 
world, if we do not develop and maintain successful policies toward 
Latin America, the other policies would be meaningless and ineffective. 
It is abject folly to try to build up a free world without a strong and 
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free Latin America. It is abject folly to hold the line against com- 
munism in Europe only to yield it to the Communists in Latin America, 
or to the Far East for that matter, as we seem to be doing. 

I would respectfully urge, therefore, that there be an end to pro- 
grams of complacent cooperation. I would suggest that there must 
be developed a bold stroke of leadership that w ill catch the imagination 
and kindle the hope of the people of Latin America. To this end, 
there must be a mobilization of talent and of energy of our Govern- 
ment officials concerned with Latin American relations, in cooperation 
with American business and labor interests, large and small, dealing 
with Latin America to consider: 

(1) What have been the major principles of the United States Gov- 
ernment and international agencies, such as the International Bank, 
the International Monetary Fund and the International Finance 
Corporation governing relations with Latin America? 

(2) How have those principles been implemented? 

(3) Reasons for Latin American dissatisfaction with United States 
policies and implementation thereof. 

(4) Reasons for American business dissatisfaction with United 
States policies and implementation thereof. 

(5) How can the United States meet the criticisms of our policies 
and to what extent can those criticisms be met?—(a) Through legis- 
lation, (6) through executive branch action, (c) through multilateral 
channels, and (d) through private enterprise channels. 

I would like to see something of this kind embodied in the proposed 
mutual security legislation before this committee in the form of, per- 
haps, a “sense” resolution, which will express the sentiment of the 
Congress. 

The adoption of such a sense resolution, embodied in the mutual 
security legislation itself, will create the proper climate through a new 
emphasis, an emphasis which will highlight the importance of Latin 
America, instead of treating it as a fourth-rate area, always last on 
the list of mutual aid. In connection with this proposal, I would 
urge further a detailed presentation by the executive branch of the 
problems of each of the 20 Latin American Republics. I would hope 
that there would be a fuller discussion of Latin America on the floor 
of the House in the context of the mutual security program. It is my 
earnest hope that this can be done without the necessity of a crisis 
such as Guatemala presented when it was under Communist domina- 
tion. We must transform the atmosphere of disillusionment which 
prevails in Latin America with respect to the United States into 
an atmosphere of hope and then into a record of fulfillment, and we 
must never again approach an Inter-American economic conference 
with an “empty briefcase,” to borrow a phrase so appropriately used 
by Congressman James G. Fulton, a gentleman who sits on the other 
side of this table and who has time and time again demonstrated 
his friendship for Latin America. 

I am happy to say that the schoolchildren of Connecticut are acutely 
aware of the importance of Latin America to the United States. This 
awareness can be inferred from a news item which appeared in the 
February 23, 1958, issue of the Hartford Courant entitled, ‘Third 
Graders Agree Spanish Rates Highest among Favorite Studies.” 

In the town of Glastonbury, a community not far from Hartford, 
the third-grade students are practically unanimous in choosing Spanish 
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as their favorite subject. The plan to encourage students to learn 
Spanish has now spread to the practice teaching program at the 
Teachers College in New Britain, Conn., and the Yale master of arts 
teaching program in New Haven Conn. From reports which I have 
received, this interest in Spanish is spreading across the entire State 
of Connecticut. 

I might say we produce some outstanding linguists in Spanish in 
Connecticut. I am sure that you are all aware of the proficiency in 
Spanish of my former colleague and a member of this committee, 
Congressman Al Morano. While serving on a study mission with him 
and other members of this committee to Central America in June 1955, 
we heard him address the legislative bodies of Nicaragua, El Salvador, 
and Guatemala in fluent Spanish. 

I would like to say here that I have remembered that experience 
quite vividly. I would like to tell those of you who were not there, 
what a tremendous impression he made on these people. They were 
immensely ple vased and they were actually delighted to discover that a 
Member of Congress visiting that part of the world would stand on his 
feet and speak their language so fluently. 

I have always thought it was something to remember and I am 
happy to refer to it here. 

I now wish to turn to the language in the committee print of the bill 
before you which is entitled, “The Mutual Security Act of 1958,’ 
specifically those provisions proposed by the executive branch with 
respect to the Development Loan Fund. 

For the sake of convenience, I refer to the Ramseyer rule print of 
the Mutual Security Act of 1958, dated February 20, 1958, a com- 
mittee print document which is before you on the committee table. 
As you can see from page 10 of that print the executive branch pro- 
poses to establish a Board of Directors of the Fund, consisting of a 
number of Government officials. I believe that there is some merit 
to the establishment of a Board of Directors of the Fund, with a 
Managing Director and a Deputy Managing Director, and other offi- 
cers as required. It is, however, essential that the Fund not be 
hamstrung by interagency squabbles, rivalries, and redtape. 

It should be noted from the executive branch proposed amendment 
to section 413 (b) (4) that the investment guaranty program, now 
administered by the International Cooperation Administration, will 
probably be transferred to the Development Loan Fund, if that 
amendment is adopted. That can be seen from the language which 
the executive branch proposes to delete from existing legislation as 
outlined on page 20 of the Ramseyer print. It is therefore essential 
that the management of the Fund be reposed in those who are at 
least not unsy mpathetic to the investment guaranty program. 

This committee well knows the maneuvering in the past, particu- 
larly by the former Director of the International Cooperation Admin- 
istration, to divest that agency of the investment guaranty program 
and to transfer it to the Export-Import Bank. That attempt failed 
primarily because of the strong objections of this committee, which 
indeed has been the watchdog ‘and ward of the investment guaranty 
program. Also, if the fund is to be administered with imagination 
and flexibility, it is imperative that the composition of the Board of 
Directors be carefully considered by this committee. 
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I do not agree with the composition proposed by the executive 
branch. I do not agree that the Board of Directors of the Develop- 
ment Loan Fund should include the Deputy Under Secretary of State 
for Economic Affairs as Chairman, nor the Chairman of the Board of 
Directors of the Export-Import Bank nor the United States Executive 
Director of the International Bank. 

I respectfully urge this committee to adopt an amendment directed 
toward the composition of the Board of Directors of the Fund. I 
would strongly urge that the Managing Director of the Fund, whoever 
he might be, should be the Chairman of the Board of Directors. The 
other members of the Board should comprise the Secretary of State, 
to insure coordination with our overall foreign policy, the Adminis- 
trator of the International Cooperation Administration or of any 
other agency administering nonmilitary assistance, and four members 
appointed from private life by the President of the United States by 
and with the advice and consent of the Senate. The four members so 
appointed should be respectively representative of labor, industry, 
small business, and the public at large. I feel that such representa- 
tion will insure a proper implementation by the executive branch of 
the intent of the Congress and of the legislative policies governing 
the administration of the Fund. It would also insure that those 
agencies which have in the past indicated animosity toward the invest- 
ment guaranty program would not be represented in the active man- 
agement of the Fund. 

Because of the importance of his position, I would also recommend 
that the proposed Deputy Managing Director be appointed by the 
President, subject to Senate confirmation. 

It is essential that the Development Loan Fund not be bogged down 
in the mire of interagency conflicts, jealousies, and endless red tape. 
The Fund is capable of exerting a tremendous impact on the economies 
of the underdeveloped countries. I believe that the composition as 
proposed by the executive branch might well lead to a stultification of 
the growth of the Fund as expected by the Congress. If the composi- 
tion of the Board of Directors of the Fund, such as I have suggested, 
or something similar, should be adopted by this committee, 1 would 
then have no hesitancy in permitting a transfer of the administration 
of the investment guaranty program to the Fund. 

Mr. Chairman and members of the committee, as this brings my 
statement to a close I cannot help but feel nostalgic and fondly 
remember those days when I served with you on this committee. 
To read off the provisions of the mutual security program which you 
have written into the legislation would take up much more time 
that I have consumed this afternoon. I wish at this point to salute 
you and commend you for the tremendous service you have rendered 
and are rendering to the people of the United States and to the free 
world. 

Frequently in my travels I find people who are not fully aware of 
the tremendous part played by the legislative branch in formulating 
foreign policy and in making the implementation of foreign policy 
possible. The mutual-security legislation is your legislation—legisla- 
tion which you have hammered out by dint of concentrated study and 
diligent work. Yours is not an easy task. I know personally that 
every recommendation made before this committee is carefully con- 
sidered. It is with that note that I wish to thank you for affording 
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me the opportunity to see you all again and to express my views on 
legislation which is so vital to the cause of peace. 

“Acting Chairman Morean. Thank you, Mr. Dodd. I am sure 
that every member of the committee welcomes you back to the com- 
mittee room. I want to compliment you on your statement. I 
think it is a very good one. 

Just leafing through the first part of your statement, I notice that 
you feel that we treat Latin America as a poor relation. 

Mr. Dopp. Yes, I do, and the Latin Americans think so, too. Time 
and again when I have traveled through that part of the world, I have 
been confronted with that reaction and I know others have had that 
experience, too. 

I think we should review United States-Latin American relations 
now and have some study about our attitude and what our programs 
are going to be and what we will do to implement those programs. 

That is why I have placed special emphasis on that area. 

Acting Chairman Morean. I am sure a number of members of the 
committee feel as you do, Mr. Dodd. 

Mr. Vorys. 

Mr. Vorys. I am glad to see you back, Mr. Dodd. 

Mr. Dopp. Thank you, Mr. Vorys. 

Mr. Vorys. When you talk about the organization of the Develop- 
ment Fund 

Mr. Dopp. I am talking down your alley. 

Mr. Vorys. Yes. 

The Board as proposed to be constituted would represent the 
Export-Import Bank and the International Bank which has a major 
part of its portfolio in loans to Latin Americans. The purpose would 
be to continue to stimulate and to supplement private investment, 
which ran up to $7.4 billion in Latin America in 1956. 34 percent of 
our private investment goes to Latin America. 

I can only say that in view of what we have done and are doing, 
there is nothing in the program before this committee that warrants 
Latin America feeling that they are poor relations and, while I 
am. sure the committee will consider your suggestion, I doubt whether 
those suggested amendments would change that feeling. 

It may be that we ought to diplomatically do more to make them 
feel better, but we have done a lot and American private enterprise 
has done a lot to disabuse them of any idea that they are anything 
except our favorite relations and the favorite source for private invest- 
ment of all the world. This area is receiving special attention from 
the existing lending agencies, which would indicate they would receive 
special attention from the new one, 

I have no further questions, Mr. Chairman. 

Mr. Dopp. May I just make an observation about your statement? 

I think we have done a lot, too, and I think it has improved a great 
deal over what it was not too long ago. I am, however, not content 
with what we are doing, and my experience leads me to feel that 
many others are not. I hope that the suggested overhaul of the 
Development Loan Fund indicates that there is some thought in the 
executive department itself that some change should take place in 
our thinking. 

[ believe that must be its intent. 
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I do not believe that the suggested transformation of the fund is 
an idle gesture on the part of the executive branch. 

It would indicate to me, anyway, that I am not the only one who 
thinks more ought to be done. 

Mr. Vorys. Well, changing the Development Loan Fund into a 
corporation was at least partially i in response to a unanimous sugges- 
tion from the Committee of Conference, following out the views ex- 
pressed on the floor of the Houses. To that extent it was a change 
that Congress recognized should be made. 

I understand you have no objection te the idea of changing it to 
a@ corporation. 

Mr. Dopp. No. 

{ will tell you why I made the observation that I did about changing 
the membership of the Board of Directors of the Fund. I think it is 
because as recommended by the executive branch, the Board would 
have an incestuous relationship among Government agencies. 

{n similar situations it seems they have difficulty in producing or 
when they do produce it is usually monstrous or offensive. | think 
we should have some new life in the fund. If we could get people 
into the management of the fund from what I call the public area, 
you would get some much-needed new blood and new life into it. 

Mr. Vorys. On the other hand you will remember when you served 
here tliat the trouble with many agencies was that the left hand did 
not know what the right hand was doing. 

Mr. Dopp. I know that is true. That is because they did not have 
people around them like these public representatives, who would in 
my judgment make it their business, with some independence to 
make of the Development Loan Fund a workable and efficient agency. 

I do not say that in every agency we should have such a setup, but 
I have the feeling that in the case of the fund it would be helpful to 
bring in people from business and labor and from ordinary walks of 
life and to get their ideas and assistance. 

I am not suggesting something that is so right that nothing else is 
acceptable. 

You might well consider the creation within the fund of an advisory 
board drawn from the public if you otherwise want to maintain the 
structure of the fund. My essential idea is to get public representation 
and activity involved in this sort of operation. 

Acting Chairman Morean. Mr. Zablocki. 

Mr. ees Thank you, Mr. Chairman. 

Mr. Dodd, it is good to see you again. Your statement is well 
prepared and if ean to assure you that “when we have people from the 
executive departments testifying in Latin America we will seek their 
suggestions and views on the proposals that you have made. 

Mr. Dopp. Thank you. 

Mr. Zastocki. In looking over the tables, however, Latin America 
does fare quite well compared to other countries. 

Our imports from Latin America percentagewise are much much 
greater from almost any other area of the world except Europe. 

Mr. Dopp. Yes. 

Mr. Zasiockr. And the preferential tax considerations American 
investors and business enjoy offset some of the lack of attention we 
have given most recently to Latin America. 

Mr. Dopp. That is true. 
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Mr. Zastocki. Nevertheless, Mr. Dodd, you are so right in stating 
we apparently are neglecting an area that is so very vital to our 
national security. 

Mr. Dopp. I hope you do not feel I have said nothing has been 
done. I do not mean that at all. We have made great progress, but 
my point is that we have all these people right next to us in our own 
hemisphere, and I feel there is a great deal more that should and could 
be done in our interest and in theirs. 

There is great advantage to be gained by both of our peoples. 

Mr. Zastocki. Mr. Chairman, would Mr. Dodd care to make a 
statement on the use of local currencies owned by the United States 
in Latin Rae! ie local currency be loaned from United 
States credits for use by American business corporations in Latin 
America? 

Mr. Dopp. I am not sure. I would prefer to supply that informa- 
tion but I am not sure at this time how they could best be used. I do 
not know. 

Mr. Zasuockt. I do not have the book before me containing what 
United States accrued amounts are in Latin America. 

Mr. Dopp. I do not, either. 

Mr. Zasuiocki. Just the other night Mr. Vorys and I heard com- 
plaints from American businessmen who are interested in Latin 
America. They maintain some attention to the use of local funds 
owned by United States should be loaned to American concerns for 
investment purposes. 

Mr. Dopp. It would sound sensible to me. 

I do not know how much local currency has been accumulated and 
it would be impossible, therefore, to suggest how it should be utilized. 

Mr. Zasiocki. Mr. Chairman, I thought Mr. Dodd might have 
some views on the proposal. 

Mr. Dopp. No, I have no precise views since the figures on local 
currencies are not possessed by me. 

Mr. Zasxiocki. Thank you. 

Acting Chairman Morgan. Mrs. Bolton. 

Mrs. Bouron. Thank you. 

I am delighted to see Mr. Dodd here again and I have no questions. 

Mrs. Kutiy. I, too, compliment you on a fine statement. 

The point that I would like to raise is that I know we have been 
doing a lot for Latin America but like you, I do not feel we have 
been doing enough. I do feel if our relations with Canada and Central 
America and South America are united and strong, it would be a 
strong thing against the Communist threat over the world and I 
think we should do more regardless of what we are doing in Latin 
Americi 

I appreciate your statement. 

Acting Chairman Morean. Dr. Judd. 

Mr. Jupp. Thank you. 

We welcome you back here, sir, because, during the years it was 
my privilege to serve with you, I thought you had one of the finest 
minds at this table. You not only had a fine mind but you had the 
courage to stand resolutely by your convictions, and you gave 
splendid leadership. 

Mr. Dopp. I must interrupt to say that is one of the finest compli- 
ments I have ever received. The source of it makes it particularly 
welcome. 
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Mr. Jupp. You have made a great contribution to your country 
through your work on this committee. 

I would like to say that your description of the feelings of many 
people in Latin America is certainly true. They say unless they have 
a revolution or there is a war that scares us, we just take them for 
granted. 

On the other hand, they are very sophisticated people and they must 
know that in a sense it is a compliment to them that they are taken up 
last, and even least. Because if we were anxious about them or we 
thought that they were undependable friends, as in some other parts 
of the world—we would give first and most attention to them. A 
doctor deals first with the things that are wrong. It is a compliment 
to, not neglect of, the members that are all right. 

The reason for their feeling of being discriminated against, I think is 
oartly due to the previous approach that the Deve lopme nt Loan Fund 
hopes to cure. Heretofore most of our aid has been on a region-to- 
region basis and on a country-to-country basis. Inevitably some 
would say, “You gave this other country $5 million and you only gave 
me $4 million. It must be that you do not like me as well as you do 
the other fellow.” 

Perhaps the greatest value of the Development Loan Fund is that 
our loans now are to be on a basis of individual projects. regardless of 
where they are, in Latin America, in India, or Korea. 

Wherever there is a project carefully thought out, economically 
sound that will make a real contribution to economic development 
and to the security of the free world, which private or existing lending 
agencies cannot go into because of political risks, too long a loan, or 
the possibility of subversion destroying the government under which 
the project is handled, at that point the Loan Fund is to take over. 

Since it has not actually started to operate vet, I do not much like 
the idea of changing it too much, either by the administration or by 
your suggestion, except to incorporate it, which we ourselves wanted 
to do last year—until we see how it works. 

I think giving loans on a project-by-project basis encourages every 
country to get on its toes, to make as good a case as it can, rather than 
tell us how bad they are. The incentive is to come up with sound 
proposals as the way to get more loans. I hope that by this different 
approach, we can remove the false impression that we think them 
relatively unimportant and can put the whole world more on a basis of 
our American philosophy of healthy competition. 

I do not know whether you want to comment on that or not. 

Mr. Dopp. I think your project-by-project idea makes sense. | 
won’t have any fault to find with that, at all. I think you are right 
about it, substantially. 

Mr. Jupp. One thing we have done wrong is this: I know a country 
in South America that wanted capital to develop a certain industry 
and could not get it privately from us. 

We gave, however, substantial grants to West Germany which 
then went into that country and developed exactly the industry that 
they had wanted from us and probably did it with resources which 
were developed in part by the aid we had given to West Germany. 

Mr. Dopp. I know you are right. I have seen evidence myself of 
great German infiltration 
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Mr. Jupp. Both private citizens and government people in that 
country said to me, “You folks aren’t smart. Actually it is your 
money. Why didn’t you do it directly? It gives us the impression 
that you don’t want us to industrialize, but just to produce raw ma- 
terials for your industries.” 

Having said all these things in agreement with your basic philos- 
sophy, I Must add that I need to be convinced that the proposals you 
make to change the board of directors would be helpful—I would like 
to keep the present men whose business it is to deal with loans. 
Otherwise, I am afraid this Development Loan Fund will become a 
handout agency where decisions are a matter of our hearts, more than 
our heads, they ought to be so familiar with the whole field that they 
can say to applicant, “You ought not to come here, you can get a 
loan from private banking agencies. You have a good enough pro- 
position that you should go to the Export-Import Bank, or the 
International Bank or the International Finance Corporation.” 

The Development Loan Fund ought to be the last place for them 
to come, rather than the first, and I am afraid that your suggestion 
might cause people to go to it first. I don’t know. 

Mr. Dopp. I am not positive, either, but I thought this would 
encourage them to go here first. 

Mr. Jupp. That is what I was afraid of. 

Mr. Dopp. Well, why shouldn’t they? I think one of the most 
disturbing aspects of our whole operation is that people get worn out 
trying to “find out where they ought to be and that could certainly 
very well happen in this area. 

If the Bova Loan Fund had more independence in its Board 
of Directors—independence isn’t the word I want to use, but if it 
were more separated—it could get all this good advice from the public 
sector as well as from people on its own staff with banking and credit 
experience who would have access, of course, to the fac ‘ities of the 
already-established agencies. I think it would be more of an off 
child of Government than it will be a strong agency on its own, 
otherwise. 

That is really the foundation of the basis for my suggested amend- 
ments. 

Mr. Jupp. I think the biggest contribution the United States has 
to offer in these undeveloped areas is to get them to see that the only 
conceivable source of capital that can really be adequate for their 
needs is private capital. What our Government can do through all 
its agencies, including the Development Loan Fund, is only a fraction 
of what our people can do and will do if there is an attractive climate 
for investment. They ought to go to private sources with good 
propositions in the beginning, and after that to seek Government 
loans or grants. 

Mr. Dopp. Perhaps we misunderstood each other. I didn’t mean 
they should bypass the private sources. I assumed they were people 
otherwise ineligible. 

I think they need a fresh start on this. You referred to the situation 
with respect to the Germans. ‘Time and again I have seen German 
agencies and companies and | have inquired. I suppose everyone has. 
“You do a lot of business with Germany.” ‘“Yes.”’ “Why, are their 
products so much better than ours’? “No”. “Why?” “Because 
they will give us credit. Sometimes 3 years, sometimes longer.” 
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I haven’t been able to look into this as much as I would like to 
because I haven’t had the facilities to do it, but it seems to me this is 
one field of competition where we should do very well. We ought to 
know a great deal about credit in this country and be able to compete 
with, certainly, West Germany. ‘This is a competitive field, if I am 
correctly informed. This has much to do with the fact that they are 
buying a large amount of goods from Germany for that reason—I am 
sure there are others—but I have heard that one over and over again. 

Acting Chairman Morcan. The gentleman’s time has expired. 

Mr. Hays. 

Mr. Hays of Ohio. Mr. Dodd, I think it was worthwhile for you to 
come here if you didn’t do any thing else but raise this point about the 
directors of this Fund. I think the proof of the fact that it needed to 
be raised is just exactly diametrically opposed to what Dr. Judd has 
said, insofar as I am concerned, because the Fund hasn’t made a 
nickel’s worth of loans yet. They came in here crying last year about 
how badly they needed it, and it was an emergency, ‘and we ought to 
set it up and you have a group of people running it who operate on the 
same theory that the banks used to operate on before they start making 
money, and that is, “If you will come in and prove you don’t need a 
loan, we will give it to you.’ 

As far as | am concerned, if the present Deputy Under Secretary 
for Economic Affairs is Chairman of it, I doubt if they would ever get 
off the ground and make a loan, if past performance is any indication, 
and I think you have raised a point here that will reverberate around 
for quite a while, either in the committee or on the floor. 

Mr. Dopp. Thank you. I wasn’t directing my remarks at any 
individual. I don’t know who he is, actually. 

Mr. Hays of Ohio. Well, I do. 

Acting Chairman Morean. Mr. Fulton yields to Mr. Morano. 

Mr. Morano. Thank you, Mr. Chairman. I am glad to see my 
former colleague and member of this committee back here today. 
I want to thank him and compliment him for making this statement 
on the mutual security bill. 

I think he has performed a service to his country. In the State 
of Connecticut over the recent months there has developed a feeling 

against this Mutual Security Act, either by reason of the fact that 
all information is not available to our citizens, or by reason of being 
in outright opposition to this form of legislation. 

Your presentation here will serve to inform the people of Connecti- 
cut that this is a bipartisan matter and it is legislation in which all 
Americans should unite and get behind. Though you are of an op- 
posite political party than I am, we feel the same about this legislation. 

I also want to thank you, Tom, for your kind words expressed 
about my appearances be fore the joint sessions of the Congresses of 
these countries in Central America. I hope I did as much as you 
said I did in cementing the relationships between our countries. 

Now, isn’t it true that the United States depends a great deal on all 
of these Latin American representatives when we have votes in the 
United Nations, in order to put over resolutions or ideas or proposals 
in which the whole free world is interested? 

Mr. Dopp. Yes. I think the record will show that they have stood 
by our side in great numbers in a great many instances. 
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Mr. Morano. And isn’t it so that if it hadn’t been for these votes 
on crucial issues that we might have been defeated in the United 
Nations and the free world could have suffered many defeats? 

Mr. Dopp. I should think so. I don’t recall specific votes, but 
that is my general impression. 

Mr. Morano. You referred to the question of this being an area 
in which—I don’t remember your exact term—you referred to our 
considering them as ‘“‘poor relations” or something like that. 

Mr. Dopp. Yes, I said we treated them last with the idea that they 
will go along with us, anyway. 

Mr. Morano. You are perhaps aware of the fact that there are 
many people in the United States who are beginning to say the same 
thing and, as a matter of fact, in debate on the Senate floor, the 
United States Senators are beginning to openly say that this area has 
been taken for granted by the United Nations and the free world 
and that something ought to be done—something affirmative. We 
usually react to something that has happened in Central or South 
America. 

Don’t you agree we ought to have an affirmative program? 

Mr. Dopp. Yes; I do. I couldn’t agree more. It is not just a 
matter of trade and dollars and currencies. I hope I didn’t create 
that impression. I think our influence could be so strong and so well 
received that, for example, dictatorships would not be perpetuated. 
I think we can help them in a variety of ways and certainly help them 
to resist the enticements of the Communist world. They want us to 
do that and they need our help in order to succeed in resisting those 
enticements. 

Recently I read where Russia was offering—I am not sure whether 
she actually made the offer or not—a very large sum of money for 
assistance to Brazil, I believe. Russia is dancing around this area. 
They know it is important. I am not suggesting we do not think it 
is important, at all. I don’t think we have paid enough attention 
to it. 

Mr. Morano. In other words, our attitude should be one of alert- 
ness and vigor with respect to our dealings—diplomatic and every 
other way? 

Mr. Dopp. In every respect. Culturally—we do a lot of cultural 
exchianging with them, 1 am aware of that. I would like to see it all 
stepped up. I would like to see them very close to us. I would like 
to see a warm feeling toward us. These are our friends. I am only 
telling you what I felt myself. We just do not seem to have it and 
I think’ we could do much better at it. We know how to do this sort 
of thing. Wedo like them. We are their friends, and I think all we 
need to do is to spell it out a litthke more and do some commonsense 
and imaginative things that would be effective. 

Mr. Morano. Thank you, Mr. Chairman. 

Acting Chairman Morean. Mr. Selden. 

Mr. Setpen. Thank you, Mr. Chairman. I would like to join in 
welcoming Mr. Dodd, and thank him for his statement. I am sure 
his views on this program will be very helpful to us. I have no ques- 
tions at this time. 

Acting Chairman Morean. Mrs. Church. 

Mrs. Cuurcu. Mr. Dodd, just listening to you makes us realize 
how much we have missed your creative thinking. I am interested 
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in what you are saying about Latin America. I thought how very 
clearly Mr. Lawrence Smith would echo your statements. You may 
remember that the minority report on the Mutual Security Act for 
many years carried the accusation that the program did not sufficiently 
cover Latin America. 

I would like to go for a minute, if I could, to the question of credit. 
You mentioned the fact that Germany was outbidding us, if it may be 
put that way. I am sure that Mr. Zablocki remembers the factory 
to which our attention was called in Damascus, to which we had 
supplied the original nachinery but in which the replacement parts 
were being bought from Germany because the terms of credit were so 
good. What is in back of our failure to meet that challenge? 

Mr. Dopp. I am not sure, and I have tried to find out. I think 
we need to liberalize some of our policies—for example, in the Export- 
Import Bank area. This seems to me to be so. It is my understand- 
ing that the Germans are able to do this because they have in their 
Government structure facilities which make it possible for them, for 
their people to do better at credit. That is what I meant, Mrs. 
Church, when I said that doesn’t make sense to me. I think we 
ought to be able to outcompete them in a legitimate credit field. 
This is something we know something about, or should. I think I 
am right when I suggest that the Germans have been at it, too, for 
some time. I think they have worked at it for some years. I think 
prior to the war, indeed. 

The only concrete suggestion I could make is that, perhaps, the 
policies now with respect to the types of credit assistance by the 
Export-Import Bank—which I think is probably the one most effec- 
tive institution for furthering this type of activity—should be re- 
viewed, with an eye on competition, and see if we can’t do better. 
Obviously, something is wrong when business people in this area say, 
“We would like to ‘buy your goods, but you won’t extend us the 
credit,” 2 or 3 years, for example, for which they can pay a pretty 
good rate of interest. 

Mrs. Cuurcu. Have the German loans been repaid with any record 
of interest? 

Mr. Dopp. I would presume so. They have had a few years 
maybe not long enough for a real test, but I would assume so. I 
think they are very good at this sort of thing, too. 

Mrs. Cuurcu. There is discussion, you know, which is rather nebu- 
lous, at present, on the formation of an International Development 
Loan Fund. Would you care to comment on the advisability of that 
proposal? 

Mr. Dopp. My first thought would be that it would have to be 
quite restricted. How many countries would you want to include? 
It would probably be relatively few. Are they in a position to do 
very much in this field now? 

Mrs. Cuurcu. If everybody contributed something, does the idea 
have any merit? 

Mr. Dopp. The idea has great merit. 

Mrs. Cuurcu. Do you think that there would be more advantage 
to attempting to work out something on an international basis than 
to restrict it only to our own program? 

Mr. Dopp. I would favor it under an international basis, if we 
could do it. I think this is the way things are going to be. ‘This is 
the kind of a world we are going tolivein. We are living in it already. 
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The more and more people we can get participating in programs of 
this sort, the better off we will be. I agree with you; I didn’t mean 
to say we should exclude certain countries because they can’t do much, 
but I think that we will have to carry the giant’s burden for some time. 

Mrs. Cuurcu. That seems to be the case in every undertaking. 
Thank you, Mr. Chairman. 

Acting Chairman Morean. Mr. O’Hara. 

Mr. O’Hara. Thank you, Mr. Chairman. Congressman Dodd, 
as usual, you have made a great contribution. I find myself in agree- 
ment with you in everything you have said. Now, you have men- 
tioned the matter of the Board of Directors of the Development Loan 
Fund, and you have forcibly presented the reasons why it should be 
made up, not of bankers and representatives of the State Department, 
but of persons representing the public and especially interested from 
the standpoint of labor and other angles. In the development of the 
backward countries, we want them developed for the welfare of their 
own people, but also, we are concerned that in their development 
there should be consistency with our own interests in fair labor wages 
and other particulars. 

If a development should be in the agricultural area, then, certainly, 
it should not be in the production of a product in oversupply in this 
country if to equal or greater advantage the development could turn 
on another product. In the matter of labor, it would not be to the 
interest of either American labor or management that wages in indus- 
tries financed by loans from the Development Loan Fund should be 
so low as to furnish unfair competition with goods that come from 
areas where our wage scales prevail. To assure all these things neces- 
sary for the protection of our interest and the lifting up of the peoples 
we wish to assist, I have thought that instead of a banker’s board of 
bankers that we should reach out and have a board representative of 
agriculture, of labor and of other interests in our own country. You 
have expressed that thought much better than I did when last year 
I sought such a change. 

Mr. Dopp. I am glad you included agriculture. The addition of a 
representative from agriculture would be an improvement. The 
ideas you have expressed are really behind the suggestions I have 
made for public representation in the Fund. 

Mr. O’Hara. As to a Board of Directors largely made up of 
bankers, does that not conflict with our thinking with regard to 
corporations in this country and especially chain banking? Do we 
not seek to diversify interests so that there shall not be a concentration? 

Mr. Dopp. I think we certainly do in corporate boards. 

At least I know of several instances where men are invited to join 
corporate boards, not so much because they know so much about the 
purposes of a particular corporation, but because they possess a broad 
experience, or a particular experience in some field that is considered 
oper to such a corporate entity. 

Mr. O’Hara. Your remarks have been very helpful and it has 
been a great pleasure to have you with us again. 

Mr. Dopp. Thank you very much. 

Acting Chairman Morean. Mr. Curtis. 

Mr. Curtis. Mr. Chairman, I join in greeting our former colleague 
and I have no questions. 

Mr. Futtron. Would you yield, sir? 
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Mr. Curtis. I will be glad to yield. 

Mr. Futon. I just wanted to say to Mr. Dodd that we are all 
glad to have you back and we all miss you on this committee. 

Mr. Dopp. I used some of your language here when you were out. 

Acting Chairman Morean. Mr. Dodd, I will next call on a new 
member of the committee, our only Democrat from the great State 
of Maine, Mr. Coffin. 

Mr. Corrin. I just wanted to say that one of the casualties of 
political life is the vacuum left by Mr. Dodd which we down at this 
end of the table have been trying desperately to fill. We have heard 
nothing but good about him. 

I have no questions. I have been interested in the issues raised. 
I think he has done a fine’service in pointing up these issues. 

Mr. Dopp. Thank you, Mr. Coffin. I think I should say that I 
got lost in a blizzard. 

Acting Chairman MoreGan. Thank you, Mr. Dodd, for your appear- 
ance before the committee. 

Mr. Dopp. Thank you, Mr. Chairman. I am very grateful to 
you and to the members of the committee. 

Acting Chairman Morcan. The committee will now go into execu- 
tive session. 

(Whereupon, at 4:15 p. m., the committee proceeded in executive 
session.) ~ 

Acting Chairman Morean. The committee will come to order. 

Our witness this afternoon is the Honorable Marcus J. Gordon, 
director of the operation mission in Libya. 

Mr. Gordon, do you have a statement? 

Mr. Gorpon. Yes, Mr. Chairman, I have a short statement. 

Acting Chairman Morean. Go right ahead with your statement. 


STATEMENT OF MARCUS J. GORDON, DIRECTOR, UNITED STATES 
OPERATION MISSION TO LIBYA, INTERNATIONAL COOPERA- 


TION ADMINISTRATION 


Mr. Gorpon. Mr. Chairman and members of the committee, my 
statement is short. That does not mean that I do not have a great 
deal I could say, but I thought I would best serve your interests by 
being prepared to answer any questions you may have concerning how 
a mission in one of these countries is operated, what we spe nd our 
money for, how we spend it, how we maintain coordination with the 
United Nations, or how we arrive at an aid level, or any questions of 
that sort that you may be most interested in having me answer. 

I will read this short statement and then open myself to questions. 

The statements made by this morning’s witnesses, together with the 
materials which you have before you, have given the committee a 
general picture of Libya’s political and military importance to the free 
world, of her lack of financial, material, and human resources, and of 
her great economic needs. 

My purpose in being here is to provide specific information, and to 
do my best to answer your questions about how we actually plan and 
varry out the economic development program in Libya—about what 
we are spending American aid funds for, and how. 
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The American Government has been generous with Libya, in view 
of its tremendous worldwide obligations. In fiscal year 1957 we 
started off with a planned program of $7 million in development 
assistance. This was an increase of $2 million over the previous year. 
But it was far below Libyan expectations, and far less than would have 
been required to finance all of the projects which had been presented 
to us for consideration. 

During the fiscal year, additional funds were provided to help 
finance the rehabilitation of the Tripoli electric power system, a 
project of urgent political importance to the Libyan Government. 
When Ambassador Richards visited Libya, the Libyan Government 
strongly endorsed the Eisenhower Doctrine and discussed with him 
their needs for additional aid. 

Ambassador Richards was deeply impressed with Libya’s needs, 
with the importance to the United States of Wheelus Air Base, and 
with Libya’s strong determination to maintain its western orientation 
in the face of pressures from the east to spread antiwestern influences 
across north Africa. Asa result, Ambassador Richards approved an 
additional program of $7 million. This brought the fiscal year 1957 
development assistance program up to a total of $16,580,000. 

You will note from the tables before you that $10 million of special 
assistance funds have been programed for Libya in fiscal year 1958. 
This is a sharp reduction below the fiscal year 1957 total. This 
reduction is partly alleviated by the fact that the Richards mission 
funds were received near the end of fiscal year 1957. However, the 
Libyan Government’s estimate of its need for 1958 funds for its devel- 
opment is [security deletion]. 

The funds provided to Libya have been channeled into sound and 
essential projects. The program is economically feasible and is not 
excessive in relation to Libya’s needs. 

Libya’s aspirations have increased as her development program has 
gotten underway, and as she has begun to see the possibility of becom- 
ing economic ally viable and less depe ndent on foreigners. She has 
been made aware that other sources of aid are available to her. The 
aid level proposed for fiscal year 1959 seems the bare minimum neces- 

sary to meet Libya’s economic development requirements, and to 
maintain a pro-western climate in this geographically strategic part 
of North Africa. 

I would like to say just a few words about the way we plan and 
administer the aid program in Libya. We have developed an ad- 
minstrative structure that is somewhat different from that of most 
countries. At the top is a development council which is charged with 
formulating basic development policies, doing long-range forward 
planning, and coordinating the efforts of the United Nations mission, 
the United States operations mission, and other agencies, 

Both the UN Chief of Mission and the Director of USOM sit as 
exofficio members of this council, and we have helped to staff its 
secretariat. We have established a Libyan-American Reconstruction 
Commission to deal with the programing of American aid funds. All 
projects proposed by Federal or provincial officials or agencies are 
reviewed and screened by the joint commission, and its technical com- 


mittees, before submission to the United States Government for 
financing. 
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This commission conducts a continuous performance audit of proj- 
ects and approved periodic allotments of funds based on performance 

At the lower level of project execution, we are providing technicians 
to the various ministries and departments where projects are carried 
out cooperatively through the mechanism of joint services. In the 
case of a number of engineering and public works projects, contracts 
have been entered into “with American engineering firms to help pro- 
vide technical supervision. 

This structure has helped to insure sound planning and effective 
operation, has facilitated the training of Libyans, and results in a 
real partnership arrangement throughout the program. 

You have before you a summary “of the activities being financed in 
Libya with our aid funds. We have given high priority to projects 
which provide training for Libyans, and to those which increase 
Libya’s productivity. In agriculture we are engaged in extensive 
soil and surface water conservation works, livestock improvement, 
irrigation development, farm credit, forestry, range management, and 
to the improvement of farm practices through an agricultural exten- 
sion or guidance program. In education we have provided vocational 
schools and courses, have expanded teacher education, provided libra- 
ries and science equipment, financed school construc tion, offered sum- 
mer and evening courses, provided English language instruction, 
developed instructional materials, and financed a large number of 
overseas scholarships. 

We have given high priority also to projects to establish basic 
communication and transportation facilities to bind more firmly 
together the three loosely federated provinces and help insure Libya’s 
survival as one nation. Substantial investments are being made in 
road reconstruction and in telecommunications. We have financed 
two broadcasting stations, one in each of the major provinces. 

In the field of industrial deve lopment, Libya is severely handicapped 
by lack of resources, lack of capital and lack of skilled workers. 
However, we have made some progress toward the development of 
small industries and in helping to attract foreign capital. A draft law 
is being favorably considered which will provide an attractive climate 
for foreign investment. We have under consideratiou a loan guaranty 
program to encourage local investment in small industries. 

Our health and sanitation program has involved the rehabilitation 
and equipment of some hospitals and clinics to provide minimum 
essential curative facilities, but has concentrated upon public health 
and sanitation in the interest of reducing Libya’s future medical 
problems and costs. 

We are trying a variety of approaches in our Libyan projects, in 
order to obtain a maximum of development activity at a minimum 
cost. Mr. Van Dyke mentioned this morning that some of our 
assistance is on a self-help basis. In the early stages of our program, 
we were persuaded that every man must receive a full day’s wage for 
any work he was induced to do. 

Because of poverty, malnutrition, and perhaps tradition, it was felt 
that things must be done for the people, rather than on the basis 
of helping them to help themselves. 

However, we determined that it was important in all cases to 
require people who were to benefit from a project or activity to invest 
something in it. This concept was accepted slowly at first but has 
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now gained widespread appreciation. More than 100 old Roman 
cisterns have been cleaned and thousands of cubic yards of earth 
dikes constructed on a self-help basis. 

I might interject here that a Roman cistern is usually a cistern 
located down in a depression. They were built by the Romans 2,000 
or more years ago and there are thousands of them throughout both 
Cyrenaica and Tripolitania in Libya. They are dug down into rock 
and then the rock is lined with masonry or cement and there are 
channels coming down to that cistern, so when you get a rainfall water 
is collected over a fairly large drainage basin and gives enough water 
for the sheep and goats and people until they get their next rainy 
season. 

Most of these cisterns have filled up with dirt and rocks and have 
been lying for centuries unused. We are working at the present time 
with a rather extensive program rehabilitating those by putting good 
cement lining back in them. They vary in capacity from about 
100,000 gallons to up as high as 5 million gallons, in the case of some 
of the big ones out in the desert area. We have received 2,000 appli- 
cations from tribes or communities who are anxious to clean their 
cisterns on a self-help basis. 

More than 1,000 individual farmers are engaged in improvements 
using tools which we lend them, and in accordance with technical 
instructions given. 

Three communities are providing the labor for the construction of 
elementary schools. Our big problem has become lack of technical 
personnel to respond to the numerous applications for self-help 
assistance. We have received about 2,000 applications from indi- 
viduals and tribes who will provide the labor to clean their cisterns, 
if we will give technical advice and furnish cement. This has been an 
interesting experience in human relations. We have found without 
exception that the people are prouder of their improvements when 
they have had to make a substantial effort, and that they have a 
higher regard for us when we do things with them rather than for them. 

‘A sheik will print “Thanks to America” on the wet cement of a 
cistern when he has had to furnish his own labor, even though the 
ownership of the cistern may be in doubt, but he will not likely do so 
if he has been paid in full for the job. 

We are also trying various forms of incentive payment plans to 
induce farmers and communities to undertake improvements such as 
terrace and dike construction, tree planting, developing small irriga- 
tion systems from springs, etc. In some instances this has taken the 
form of token cash payments. In other instances, we have used 
surplus wheat. In still others, we have used a combination of the two. 
The results have been excellent. 

The Libyan Government has given considerable publicity to the 
American aid program. <A report was issued by the Government 
about 6 months ago entitled “Accomplishments of the Libyan Govern- 
ment Economic Developme nt Program Made Possible by American 
Aid.”” It was not a journalistic model, but it does give a factual 
account of everything that had been done and was underway at that 
time, financed by our assistance. It has received wide distribution 
in Libya both in the English and Arabic languages. All government 
officials, schools, and libraries have received copies. Also the report 
was run serially in the principal newspapers of Libya. 
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In closing, I should acknowledge that our mission and our program 
do face problems in Libya—many problems. The Government is new 
and inexperienced. There is a dearth of trained personnel. The lan- 
guage barrier is difficult. Cross-cultural misunderstandings some- 
times arise. There is a certain amount of suspicion of our motives. 
The uncertain division of authority between federal and provincial 

overnments makes it difficult to get decisions. We are sometimes 
aced with hostile propaganda. But these things we must expect. 

I feel we are making progress and that we are putting our money 
to effective use. We are helping to solidify Libya’s independence. 
We are substantially improving the economic liie and strengthening 
our ties with a nation which, because of its location, may have a tell- 
ing effect on both the Near East and on Africa. 

Mr. Chairman, I shall be pleased to try to answer any questions 
that you or members of the committee may wish to put to me. 

Acting Chairman Morean. Thank you, Mr. Gordon, for your 
statement. 

I was interested here, on page 4 where you mention that a draft 
law had been favorably considered which could provide an attractive 
climate for foreign investment. What kind of a law is it? 

Mr. Gorpon. It has passed through the Council of Ministers and 
I think perhaps now is through the Parliament and awaiting the 
King’s endorsement. It is a law which will grant a customs-free 
importation for all of the initial equipment and supplies and ma- 
chinery necessary for a factory—something like a cement factory, for 
example. It will give the new industry exemption from all taxes for 
the first 5 years and I believe will give it unlimited freedom in taking 
out its earnings, and in converting its local currency. I think that 
is unlimited though that was still under some debate as to whether 
there would be some restriction in the last version which I saw. 

Mr. Curtis. Would the gentleman yield? 

Acting Chairman Morgan. Surely. 

Mr. Curtis. Is there any assurance against expropriation or 
anything of that sort? 

Mr. Gorpon. The investment guaranty agreement which was 
mentioned in the meeting this morning has not yet been negotiated 
with the Libyan Government, but it is pending with the Ministry 
of Foreign Affairs and they have indicated infor mally that they think 
it is a good idea and they are considering it favorably. 

We do hope to enter into that agreement in the next few months. 

Mr. Curtis. Thank you, Mr. Chairman. 

Acting Chairman Morean. Mr. Vorys. 

Mr. Vorys. Yours has been a very fine statement, Mr. Gordon, 

On page 2, as you read it, I got the idea that we are mixed up about 
what it is proposed for this year. You say there, ‘‘estimates of the 
need for 1958 funds is $25.2 million.”’ 

In the book before us we have [security deletion] dollars for 1959. 
You are familiar with that? 

Mr. Gorpon. No, I was referring only to the special assistance 
segment. [Security deletion.] 

Mr. Vorys. You do not mention that in your statement. In any 
case, they would like to get more than they are getting or were getting 
last year, and this year? 
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Mr. Gorpon. Yes, that was one point I meant to make and the 
second point was to attempt to explain what looks peculiar in the 
presentation. Our economic aids, other than technical cooperation, 
was $16.5 million in 1957. It dipped to $10 million in 1958.. [Se- 
curity deletions}. It is really not up and down that way in actual 
practice because Ambassador Richards’ money came here at the end 
of 1957, most of that is spent in 1958, and also we are hoping for a 
project or two from DLF in 1958, so we actually will have a rather 
steadily 1 increasing, actually, expenditure on the development program 
in the 3 years mentioned. But in each year the amount given is less 
than their expectations and less than the requirements they present 
to us in the form of solid projects. 

Mr. Vorys. I have had a chance to glance at this report—the ac- 
complishments of the Libyan economic development program to 
which you refer in your statement. As I remember, there was an 
item in there of a resthouse for the King. 

Now, what you tell about what you are doing in other things is 
fine, particularly cleaning up the Roman wells. But how about this 
resthouse for the King? 

Mr. Gorpon. Mr. Chairman, the report that I mentioned here is a 
report of everything done with money obtained from the United 
States, including the special funds provided. In a companion agree- 
ment to the base agreement, that is. Now, the $4 million a year 
which they get from United States special funds does not come from 
ICA; it is not subject to the usual USOM-ICA control. Nevertheless, 
the Libyans have subjec ‘ted that $4 million a year to joint planning. 

I sit on the Joint Commission, and there is 1 other American mem- 
ber and 4 Libyan members. Although those are clearly Libyan funds, 
they have allowed us to participate and they have handled those 
funds very well. However, there are two things they have spent 
money for out of those special funds which may raise questions. 

One was the resthouse. It is a small item out of the $17 million. 
It is somewhere around $70,000. It isin Sebha. Sebha is the capital 
of the Southern Province of Libya. There was no hotel down there. 
They assured me this resthouse would be used by all government 
officials; it would take the place of a hotel. They use the special funds 
which they consider their own funds, and not our funds for it, but it is 
included in the report. 

There was one other item in the report that on the surface may raise 
the same kind of question. I think those are the only two that would, 
out of the hundreds of items, and that is some repair to the museum 
in Tripoli. That, however, is an extremely important tourist attrac- 
tion and it does have real economic value. That was 12,000 pounds 
sterling. 

They were both out of special funds and not out of ICA funds. 

Mr. Vorys. You say special funds. Did they come out of the 
Army? 

Mr. Gorpon. May I refer you to page 157, in the right-hand 
column, the second paragraph. 

Mr. Vorys. Air Force. 


Mr. Gorpon. Now, this Libyan Governnm port does not dis- 
tinguish between that $4 million a year and CA money, but in 


the case of ICA money every project is app ved by us 
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Mr. Vorys. Looking at this secret book again, where it says on the 
yellow page, “Budgetary receipts from United States grant aid in 
1958, $22.4 million,’ does that include the $4 million? 

Mr. Gorpon. In 1958? 

Mr. Vorys. Under separate Government financing. 

Mr. Gorpon. Yes, that includes the special fund. That includes 
funds which do not come under this legislation—the foreign aid 
legislation. 

Mr. Vorys. Now, can somebody tell me this: Looking at the 
yellow page, it is clear; page 157 is shaded. If anybody would mess 
around and try to find out where they got $22 million budgetary 
receipts from United States grant aid—is this not a case where the 
item is secret but the total that includes the item could be figured 
out? Some of the parts are clear and this part is classified. 

Where do we stand on that? 

[Security deletion.] 


STATEMENT OF JOEL BERNSTEIN, OFFICE OF AFRICAN AND 
EUROPEAN OPERATIONS, ICA 


Mr. Bernstetn. My name is Joel Bernstein. I am from the ICA. 

Sir, these two tables are not actually directly comparable because 
there is a-time lag from the time that we obligate funds, when they 
are shown in the program tables as on page 157, to when they actually 
become a governmental receipt, at the time that we release or expend 
moneys, as on the yellow pages. 

It is a practice in our classification to try to unclassify as many 
totals as we can from congressional use though some components may 
be classified. 

Mr. Vorys. In any case, I am glad to hear that our Government 
and the Libyan Government consider our total aid as one piece and 
plan accordingly across the board, regardless of the source, in making 
up an integrated program. Is that right? 

Mr. Gorpon. Yes, that is right. 

Mr. Vorys. Thank you very much. 

Acting Chairman Morean. Mr. Zablocki. 

Mr. Zasxiockt. I have no questions, Mr. Chairman. I yield my 
time to Mrs. Bolton. 

Acting Chairman Morean. Mrs. Bolton. 

Mrs. Botton. I have just a few bits and pieces here. 

Those broadcasting stations, those two, are they staffed by Libyans, 
Americans, or both? 

Mr. Gorpon. They are staffed by Libyan trainees and some 
Libyans who have experience, who got experience mainly with the 
British broadcasting station, the British Armed Forces station. 

We have some Middle Easterners who were recruited from Lebanon 
who are professionals; I think three. We have an American program 
adviser under a contract with an American firm and he finds himself 
coming very nearly to having to be a program director often in the 
early stages of programing. 

Mrs. Bourton. It is very definitely known as a Libyan broadcasting 
station? 

Mr. Gorpon. It is Radio Libya. 
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Mrs. Bouron. Here is something we met up with a number of 
times through North Africa first in Libya, where they would say, 
“Well, the Government understands what the United States is trying 
to do, but we can’t make the people understand.”’ 

When I asked in Libya why, and in Tunis the same way, it was 
because of our apparently helping the French in Algeria. 

Is that your experience, or do you feel that people are beginning 
to understand? 

Mr. Gorpon. I think that people understand quite a lot more 
than some of the more vocal people you find as leaders in the two 
principal cities would have you know. 

Let me give you a few examples. 

First of all, this report was run serially in three newspapers. There 
has been quite a lot of publicity. There are some stories every week 
about our program in the papers. Every time we send a Libyan 
student abroad, there is a news story about him and we have 87 
Libyans abroad now studying, finane ed with our funds. 

Mrs. Bouron. Any of them over here? 

Mr. Gorpon. Yes. I think we have 33 or 34 in the United States. 
Some in the United Kingdom, some in Switzerland—Geneva. 

Let me give a few other examples. A week ago I was inspecting 
some of these Roman cisterns which have been rehabilitated. I 

talked to the sheiks in charge of the tribes—in each case the groups 

using these cisterns—and they were very, very warm in their expres- 
sions of appreciation to America and talked about the great things 
the Americans were doing for Libya. 

In another case I ran onto just 2 or 3 weeks ago, a farmer in Tripol- 
itania had gotten technical help and a loan of tools to build terraces 
on his farm. He had completed the terracing of his farm and then he 
had built himself a new home, a cave. Many of them live in caves. 
They are cooler in the summer and warmer in the winter, and in his 
cave he had made one room and named it after our soil conservationist. 
It was named “the George Gibbs room.” 

When you go out through the country in the villages and talk with 
the people, they are very much aware of the program. 

We have a little more of a problem in the two major cities because 
our work is not as obvious. We do have things like the broadcasting 
station, but the people tend to spend a good deal of time listening to 
Radio Cairo. That is their main source of news, so there is some- 
thing of an acceptance problem there, but I think the situation is 
gradually getting better. 

Mrs. Boiron. You said they submit their requirements and that 
they are good bit larger than we give them. When you go over 
them, do you find them in the main rather reasonable? 

Mr. Gorpvon. In the main, yes. Once in a while we find something 
that we think is quite unrealistic. 

Of course, Libya is still a very young country. They started with 
almost nothing. Almost everything needs to be done. The various 
heads of the departments of agriculture in the provinces see the need 
for planting trees, they see the need for developing irrigation systems, 
for livestock improvement, for doing more terracing, and the like. 

They put their requests in and they all go into the technical com- 
mittee of the Joint Commission. The education people do the same. 
They have fewer school buildings at the present time than they need 
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to provide a place for every elementary school age child to go to 
school. 

They do not have half as many as they need. They have scarcely 
any secondary schools yet. The elementary school population is just 
beginning to move up and they will badly need secondary schools in 
the future. 

They put all these things in the hopper and they are considered by 
the technical committee. They are considered on the basis of priority, 
they are considered on the basis of economie feasibility ant a good 
many of them are screened out and do not get up before the Com- 
mission. But you always end up nevertheless with a set of require- 
ments which exceeds the United States resources available for the 
country, or seems higher than we can possibly invest in 1 country in 
1 year. 

So then it becomes, in part, a kind of a political judgment. We 
feel we can only support so much and the process of determining the 
aid level, of course, is one in which many of us participate. I am one 
member of the Ambassador’s staff in that respect and there are po- 
litical considerations that must be taken into account, such as our 
own airbase. The aid level usually turns out to be a matter of some- 
thing less than you can justify economically, something less than is 
feasible. [Security deletion.| 

Mrs. Bouton. | am glad you mentioned the airbase because it seems 
to me that is one of the most important phases of our work in Libya. 
[Security deletion.} The teaching that is done there of all NATO 
fliers and all the rest of it is a tremendous job and I do not think our 
people here appreciate the fact. There are very few who know the 
extent of the field, know the extent of its work and the complicated 
nature of it. [Security deletion]. 

In the whole method of procedure in Libya, with the various 
capitals, with the King over in Tobruk, and Benghazi and Beida, and 
a few things like that, it makes it difficult for our people to move back 
and forth. 

Mr. Gorpon. Yes. In fact, we are having to move our head- 
quarters from Tripoli to Benghazi. 

Mrs. Borron. Then the matter of our helping with that Costello 
Musuem; there is a possibility there and I hope nothing will interfere 
with it. I think too we need to emphasize in our own thinking the 
place that Libya has played in the U. N. when she supported us in our 
stand on Suez. It is to me one of the very important areas in North 
Africa. It is one of the very fine opportunities we have to make 
ourselves known as we are and | do want to take this opportunity of 
saying that you people are doing a beautiful piece of work. Your 
attitude is one that makes people like you. 

Thank you. 

Acting Chairman Moraean. Dr. Judd. 

Mr. Jupp. No questions. 

Acting Chairman Moraan. Mr. Fulton. 

Mr. Furron. I believe with Mrs. Bolton that it is wise that we 
emphasize good United States relations with the people in Africa who 
have stood with the United States on our policies under very difficult 
conditions. We should emphasize the fact that we are going to help 
our United States friends progress and make them feel that the average 
person has a secure and bountiful future. 
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I yield the rest of my time to Mrs. Bolton since Africa is her deep 
interest and favorite project. 

Mrs. Boiron. I wanted very much to emphasize what you men- 
tioned only in passing, the work of holding the water for a little bit 
so it can spread out. That self-help is to me as exciting as the Roman 
cisterns. 

Mr. Gorvon. I think perhaps even more so. There were a lot of 
things I could have put in my statement, but I thought I should find 
out what the committee was most. interested in. 

In Cyrenaica alone we have built 29 miles of dikes which have 
added almost 6,000 acres of land. 

Mrs. Bouron. They are mostly small, are they not? 

Mr. Gorpvon. Yes, they are mostly small and they are done partly 
with camels and scrapers, partly with wheelbarrows and shovels, 
partly people carrying rocks in wheelbarrows. These wadis are 
dry riverbeds which flow only when they get a heavy rain. The dikes 
hold the water behind them, make it soak in and give them enough 
moisture to raise a crop. 

Where the rainfall might be 6 to 8 inches, by getting the water 
behind these dikes, the wadi bottom may be only a hundred meters 
wide or a kilometer wide; it holds the water back and the soil and 
manure that washes down from the hillsides and you get soil and 
moisture enough to grow a crop. 

We think in Tripolitania alone, on a self-help basis, we could have 
built dikes that would amount to about a million cubic meters and 
about 50,000 dikes across small wadis that would provide a living 
for many, many people, with gardens, fruit trees, and cereals. 

Mrs. Boutron. It opens up the whole country to almost unbelievable 
possibilities. 

Thank you. 

Mr. Gorpon. There is a lot of desert in Libya, but there are plenty 
of resources when you consider the small population. After all, there 
are only 1,100,000 people. Libya can certainly feed itself and 
probably export some surplus. 

Acting Chairman Morean. Mr. Curtis. 

Mr. Curtis. Mr. Chairman, Mr. Coffin asked me to state a question 
to the witness. [Security deletion.] 

The question, as I understand it, is how that cash gets into the 
economy. What is the actual transaction? I refer to the final 
column on page 156. 

Mr. Gorvon. I believe, sir—this is proposed for 1959. We have 
not had anything of just this type up to now, but I believe what is 
contemplated is ‘that out of the total assistance [security deletion] 
there would be some [security deletion] nonproject assistance, and 
some [security deletion] project assistance. Of the [security deletion] 
nonproject assistance some [security deletion] would be in the form of 
commodities. We would finance imports. 

The remainder [security deletion] of it would be treated like « 
commodity. It would be exchanged for Libyan pounds with the 
national bank and those pounds, placed in a special account, would 
be programed just like the rest of the special accounts for activities 
which are jointly approved. 

I would like to call on Mr. Bernstein to elaborate, if he feels it is 
necessary. 
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Mr. BernstE1n. I have nothing to add. 

Mr. Gorpon. They would be converted to pounds and the pounds 
would go into a special account and the projects would have to be 
approved in ICA, Washington. 

Mr. Curtis. That is to beef up their financial situation and fight 
inflation? 

Or is it just a way of getting materials to them, so to speak? 

Mr. Gorpon. It is a way of meeting local costs because they simply 
do not have the money in the budget to meet local costs, so we do it 
in this way. 

In fact, they are dependent at the present time on the United King- 
dom to support their local budget. We not only pay the dollar costs 
for development projects but give them some dollars, convert it to 
pounds, to pay local costs as well. If we did not do that, we would 
simply increase their budget deficit and increase the need for 
budgetary support. 

Mr. Curtis. Thank you, Mr. Chairman. 

Acting Chairman Morean. Are there any further questions? 

Well, thank you, Mr. Gordon. 

Mrs. Boiron. When do you return to Libya? 

Mr. Gorpvon. I have a great deal of work to do here, Mrs. Bolton. 

Mr. Fuxtron. Would you tell us about Italian immigration into 
Libya? 

Mr. Gorpon. There are still 40,000 Italians in Tripolitania and 
just a handful in Cyrenaica. They are not recent immigrants, how- 
ever. They are remaining over from the days of the Italian occupation. 
They are now quite well treated in Libya and they are making a very 
important contribution to the economy. They are good farmers and 
merchants, but there is almost no current influx of Italians into Libya 
at the present time, almost no immigration. 

Mr. Fuuton. So that the present Italian population is being 
assimilated, but there is no new immigration? 

Mr. Gorpon. Most of them who are there were born there. 

Acting Chairman Morean. The committee stands adjourned until 
10:30 tomorrow morning. 

(Whereupon, at 5:50 p. m., the committee adjourned, to reconvene 
at 10:30 a. m., Friday, March 7, 1958.) 
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